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University of Chicago 


"Tie monetary problem stands out today as the great 


intellectual challenge to the liberal faith. For generations 

we have been developing financial practices, financial 
institutions, and financial structures which are incompatible with 
the orderly functioning of a system based on economic freedom 
and political liberty. Even more disturbing, perhaps, than the 
institutional trend is the trend of thinking and discussion among 
special students of money—the fact that economists have become 
accustomed to deal with monetary problems in a manner which 
impliedly belies their professed liberalism. 

The liberal creed demands the organization of our economic 
life largely through individual participation in a game with 
definite rules. It calls upon the state to provide a stable frame- 
work of rules within which enterprise and competition may 
effectively control and direct the production and distribution 
of goods. The essential conception is that of a genuine division of 
labor between competitive (market) and political controls—a 
division of labor within which competition has a major, or at 
least proximately primary, place. 

A liberal system adapted to modern conditions would be, of 


I 
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course, exceedingly complex, by comparison with an authoritarian 
collectivism. It would involve a large measure of political control: 
outright collectivism in some areas; deliberate enforcement of 
competition in others; prevention of extreme inequality, largely 
via taxation, in the distribution of property, income, and power. 
Moreover, such a system is attainable, through economic recon- 
struction, only by years of careful planning and wise legislation; 
and, once realized, however perfectly, it would require con- 
tinuous modification, with at least minor changes in the rules, to 
meet new developments and new conditions. 

There is thus little point in contrasting a liberal system and 
a planned economy—except for the coincidence that the latter 
phrase has been appropriated by reformers who have little 
sympathy with, and less understanding of, the liberal position. 

There is imminent danger, however, that actual governmental 
policies will undermine irreparably the kind of economic and 
political life which most of us prefer to the possible alternatives. 
This danger manifests itself mainly in three ways: (1) in the 
displacement of price competition by political (governmental or 
monopoly) control in many areas where such competition, if 
established, preserved, and properly canalized, is peculiarly 
competent for promoting the general welfare; (2) in the neglect 
of the unquestioned positive responsibilities of governments 
under the free-enterprise system; and (3) in measures and policies 
which involve delegation of legislative powers and the setting-up 
of authorities instead of rules.* 

It is this danger of substituting authorities for rules which 
especially deserves attention among students of money. There 
are, of course, many special responsibilities which may wisely 
be delegated to administrative authorities with substantial dis- 
cretionary power; health authorities, for example, cannot well 
be limited narrowly in their activities by legislative prescriptions. 
The expedient must be invoked sparingly, however, if demo- 
cratic institutions are to be preserved; and it is utterly inappro- 


* These views have been presented more fully by the writer in a tract entitled 
A Positive Program for Laissez Faire: Some Proposals for a Liberal Economic 
Policy (Public Policy Pamphlet No. 15; Chicago: University of Chicago Press, 
1934). 
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priate in the money field. An enterprise system cannot function 
effectively in the face of extreme uncertainty as to the action of 
monetary authorities or, for that matter, as to monetary legisla- 
tion. We must avoid a situation where every business venture 
becomes largely a speculation on the future of monetary policy. 
In the past, governments have grossly neglected their positive 
responsibility of controlling the currency; private initiative has 
been allowed too much freedom in determining the character of 
our financial structure and in directing changes in the quantity 
of money and money-substitutes. On this point there is now 
little disagreement. In our search for solutions of this problem, 
however, we seem largely to have lost sight of the essential point, 
namely, that definite, stable, legislative rules of the game as to 
money are of paramount importance to the survival of a system 
based on freedom of enterprise. 

Indeed, it may be said that economists, as students of money 
and banking, have accepted and propagated the first serious 
heresy among liberals. Managed currency {along with pro- 
tectionism) is the prototype of all current “planning” schemes— 
in the sense of all the illiberal connotations of planning. To be 
sure, many economists still protest vigorously against proposals 
for currency management; but they and their teachers before 
them joined zealously in the movement for central banking—and 
it is precisely here that the heresy is clearly manifested. 

This unwitting defection among custodians of the liberal faith 
is explicable, and may be apologized for, in terms of an un- 
fortunate habit of distinguishing too sharply between currency 
and banking problems, and in terms of a disposition to look upon 
banking arrangements as merely a detail or subsidiary system 
within the supposedly automatic mechanism of the gold standard. 
Only of late is it clearly realized that the money problem has been 
swallowed up in the credit problem, or that gold has long been 
reduced largely to the status of a decorative symbol within a 
welter of national policies as to central banking, government 
finance, and foreign trade. 

Economist-liberals are now on the defensive. On most fronts, 
however, their position is, or can be made, very strong intellec- 
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tually. Conspicuous weakness is to be found only with respect to 
the problems of money and banking. There is little agreement, 
and not much relevant discussion, as to how the monetary rules 
of the game might effectively be altered to prevent or greatly to 
mitigate the affliction of extreme industrial fluctuations. We can- 
not effectively answer radical critics of the present system, or 
expose the stupid schemes of plausible reformers, by saying that 
the problems which they find in other areas are really just prob- 
lems of money (although this observation is usually correct and 
pointed), when we have no good solutions to propose, with some 
unanimity, in the money field. 

Our problem is that of defining an adequate monetary system 
based on simple rules and of finding the way toward such a 
system. We cannot seek merely to return to some arrangement 
of the past. The monetary problem was never solved in the past. 
There is no adequate system of rules to be found in earlier ar- 
rangements—except in the sense that the specific form of the rules 
was formerly, in a more flexible economy, a matter of less im- 
portance. Moreover, we have become so habituated to the fact 
and to the idea of “management,” especially with respect to bank- 
ing, that we shall find it hard either to reject the palliatives which 
management offers or even to face squarely our intellectual task. 

It is significant that the most stimulating contribution to recent 
discussion, namely, the conception of a neutral money, comes 
from a group of economists who have held most firmly to the es- 
sential tenets of old-fashioned liberalism. In this conception we 
have, perhaps, a clue as to how the practical problem may ulti- 
mately be solved—although it must be conceded that the concep- 
tion rather defies precise definition or easy translation into con- 
crete proposals. 

An effort at such translation was made recently by a group, in- 
cluding the present writer, in connection with some tentative pro- 
posals for banking reform.? These proposals contemplated (a) 
putting demand-deposit banking on a 100 per cent reserve basis 

? See mimeographed memorandum on “Banking and Currency Reform” (with 


Supplement and Appendix), prepared and circulated by several Chicago economists 
in November, 1933. See also the pamphlet mentioned above, n. 1. 
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and, more tentatively, (b) eventual fixing of the total quantity of 
circulating media (currency plus demand deposits).* 

The fixing of the quantity of circulating media is attractive as 
a principle of monetary policy for several reasons: (1) it avoids 
reliance on discretionary (dictatorial, arbitrary) action by an in- 
dependent monetary authority and defines a statutory rule which 
might be enacted by the competent legislature without substan- 
tial delegation of its powers; (2) it provides automatically for 
downward adjustment of commodity prices as output expands 
through improvement in technical efficiency; (3) it represents a 
rule which, from the viewpoint of a contractual, enterprise econo- 
my, is ideally definite and simple; (4) it is clear enough and rea- 
sonable enough to provide the basis for a new “religion of money,” 
around which might be regimented strong sentiments against 
tinkering with the currency. It requires little or no judgment in 
its administration; it defines a policy in terms of means, not mere- 
ly in terms of ends; it is compatible with the rule of balancing gov- 
ernmental revenues and expenditures; and it gives to “inflation” 
a simple meaning which would be conducive to long-term stability 
in, and observance of, this section of the rules of the economic 
game. 

With all its merits, however, this rule cannot now be recom- 
mended as a basis for monetary reform. The obvious weakness of 
fixed quantity, as a sole rule of monetary policy, lies in the danger 
of sharp changes on the velocity side, for no monetary system can 
function effectively or survive politically in the face of extreme 
alternations of hoarding and dishoarding. It is easy to argue that 
something would be gained in any event if perverse changes were 
prevented merely as to quantity, but the argument is unconvinc- 
ing. The fixing of the quantity of circulating media might merely 
serve to increase the perverse variability in the amounts of “‘near- 
moneys’ and in the degree of their general acceptability, just as the 
restrictions on the issue of bank notes presumably served to has- 
ten the development of deposit (checking-account) banking. 

3 The two features of the scheme are clearly separable, each calling for appraisal 


on its merits. The banking proposals might be adopted along with many differ- 
ent monetary arrangements, including the international gold standard. 
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This possibility is clearest in the case of savings accounts (time 
deposits), where one faces a real difficulty of preventing, and even 
of defining, effective circulation.4 The questions which may be 
raised in this case alone are, indeed, sufficiently involved to dic- 
tate one’s passing immediately, in discussion, to a broader and 
less practical approach. 

The problem of synchronous industrial (employment) fluctu- 
ations is a problem (a) of rigidities in crucial areas of the price 
structure—of adjustments made through output and employment 
instead of through prices and wage-rates—and (6) of perverse 
flexibility in the total turnover (quantity and velocity) of effective 
money. Assuming now a limited flexibility in prices and wages, 
let us try to see what would be the nature of better or ideal condi- 
tions on the financial side. What arrangements as to the financial 
structure would be conducive to lesser or minimum amplitude of 
industrial fluctuations?s 

An approximately ideal condition is fairly obvious—and un- 
attainable. The danger of pervasive, synchronous, cumulative 
maladjustments would be minimized if there were no fixed money 
contracts at all—if all property were held in a residual-equity or 
common-stock form. With such a financial structure, no one 
would be in a position either to create effective money-substitutes 
(whether for circulation or for hoarding) or to force enterprises 


4 All reform proposals which depend on or imply a categorical distinction 
between circulating media (say, demand deposits) and non-circulating near-moneys 
(time deposits, savings accounts, treasury bills, commercial paper of large corpora- 
tions) are exposed to serious criticism on that account. Moreover, those who argue 
that the roo per cent reserve system need not be a seriously disturbing innovation, 
because of the opportunities for expansion of savings-deposit banking, are in effect 
proposing that we undertake radical institutional changes for utterly trivial gains. 
Indeed, they are really arguing for drastic reform on the grounds that its intended 
effects would never be realized. 

5 If one finds this question unclear, and the following discussion confusing, for 
lack of definite assumptions regarding currency, one may assume, for the moment, 
any monetary system which does not provide for the deliberate offsetting of velocity 
changes by wholesale changes of quantity. The intention, however, is to focus 
attention on monetary factors outside the central field of currency and to inquire 
as to the conditions in the field of private finance which would be most (and least) 
conducive to stability under any particular set of rules as to the currency. 
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into wholesale efforts at liquidation. Hoarding and dishoarding 
(changes in velocity) would, to be sure, still occur; but the dangers 
of cumulative maladjustment would be minimized.’ 

Not far short of the ideal is a financial system in which all bor- 
rowing and lending takes the form of contracts in perpetuity— 
contracts on which repayment of principal can never be demand- 
ed. Given a large volume of financing on such contracts, the mere 


6 It might be argued that the emphasis here is misplaced, and that what may be 
called “voluntary liquidation” is quantitatively more important than liquidation 
forced by creditors. Undoubtedly, there have been enormous accumulations of 
cash and near-moneys, and wholesale reductions of debts which might easily have 
been renewed or refunded, by firms which could anticipate no threat of bankruptcy 
in the significant future. Whatever the facts, however, the observation is hardly 
in point, as the following comments may indicate: 

1. We are concerned in this paper with monetary factors—with the financial 
structure as a source of aggravation in booms and depressions. Voluntary liquida- 
tion (as evidenced by voluntary reduction of debts and by the augmenting of re- 
serves of cash and near-moneys) must be regarded, on the other hand, as induced 
essentially by relative-price maladjustments, i.e., as attributable to monopoly and 
other sources of price rigidity. The distinction between monetary and non-monetary 
factors seems indispensable analytically; and, from the viewpoint of practical policy, 
it is certainly useful to separate the factors which have to do with currency, banking, 
fiscal practice, and business finance from those which have to do with industrial 
monopoly, the labor market, and public regulation of utility charges. To suggest 
that monetary factors be conceived and defined very broadly, as relating to other 
phases of private finance as well as to banking, is not to question the importance of 
non-monetary factors. 

2. Given monopoly and limited flexibility of prices, the efforts of even a small 
percentage of firms to meet unrenewable and unrefundable obligations of early ma- 
turity, or to guard against prospective difficulties, may create or greatly aggravate 
the maladjustments which dictate liquidation (suspension of investment, hoarding) 
by firms whose debts represent no threat whatever to continued solvency. It 
may be appropriate to ask how much voluntary liquidation has been “caused” by 
involuntary liquidation elsewhere, whatever the difficulties of answering the ques- 
tion quantitatively. 

7 Even with such a simple financial structure, decentralization of security markets 
would be further conducive to stability. The concentration of security trading in a 
few large centers greatly facilitates hysterical mob movements of bullishness and 
bearishness; and it is dangerous, indeed, to have such sensitive and conspicuous 
barometers of speculative temper in a system where they easily create the conditions 
which they predict. The maintenance of ready markets (liquidity) for investment 
assets is possible only with great risks and costs; we have probably gone much too 
far in facilitating gambling in property rights and in fostering the dangerous illusion 
of general liquidity of investments. 
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burden of the fixed annuity charges might occasionally Jead to ex- 
tensive effort among enterprisers to become more liquid. The 
protection against demands for payment of principal, however, 
leaves the total of fixed claims relatively small. Moreover, these 
perpetuities, being subject to substantial change of selling prices, 
would be relatively unattractive as money-substitutes in hoards. 

Only a little farther away from the best system is one where all 
borrowing and lending contracts are entered into for long periods 
—say, for at least fifty years. Here there would be the added 
danger that such maturities as did occur during a depression 
would be availed of to augment money hoards,* but the percent- 
age of total obligations falling due in any critical period would 
probably be small. 


8 To some critics it may seem a mistake to emphasize the possibilities of depres- 
sion-aggravation from bond maturities without mentioning the possible aggrava- 
tion of booms through new issues. Here, however, an appearance of elegant sym- 
metry would conceal a real distortion. Obligations of distant maturity (as already 
implied) are subject to substantial changes of selling-prices, even apart from chang- 
ing prospects of their discharge. At the time of issue, bonds are little nearer to 
money, and hardly more acceptable as media for use in hoards, than are other 
property rights generally. They come close to the money category, or become signifi- 
cant as money-substitutes, only as they approach maturity—i.e., only as they be- 
come short-term debts. (These distinctions obviously relate merely to differences 
of degree along a continuous scale, as is inevitable with reference to any realistic 
and useful conception of money and money functions.) At all events, the possible 
inflationary effect of bond flotation is simply not of the same order of magnitude as 
the possible deflationary effect of their retirement. The issue of long-term bonds 
during a boom is unlikely, in itself, to alter much the velocity of circulating media; 
but the discharge of such obligations in a depression may induce the former holders 
to increase their cash reserves by something like the amount of the funds so re- 
ceived, i.e., to hoard on a scale which otherwise would have been difficult or impos- 
sible. Bond issues might be concentrated heavily in periods of speculative optimism, 
and they might be absorbed largely by inflationary dishoarding; but the form of 
issue (whether of bonds or stocks or partnership equities) could hardly be regarded 
as an important independent factor. 

Under the existing financial organization, of course, bond flotations of large 
magnitude are likely to be coincident with general credit expansion and dishoarding; 
and thus, whatever the qualitative control of banking and whatever the actual con- 
tent of bank portfolios, the increase of deposit currency will serve to absorb such 
issues. Moreover, a merely empirical study of industrial fluctuations (especially of 
the so-called “long cycles”) may easily lead to unfortunate inferences as to causa- 
tion or (evading a slippery conception) to gross underestimate of the importance of 
banking and of the results attainable by reform in that area. 
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Coming on down the scale, the economy becomes exposed to 
catastrophic disturbances as soon as short-term borrowing devel- 
ops on a large scale. No real stability of production and employ- 
ment is possible when short-term lenders are continuously in a 
position to demand conversion of their investments, amounting in 
the aggregate to a large multiple of the total available circulating 
media, into such media. Such an economy is workable only on the 
basis of a utopian flexibility of prices and wage-rates. Short-term 
obligations provide abundant money-substitutes during booms, 
thus releasing money from cash reserves; and they precipitate 
hopeless efforts at liquidation during depressions. The shorter the 
period of money contracts, the more unstable the economy will be; 
at worst, all money contracts would be in the form of call loans. 

Thus we move rapidly out of sight of ideal or even tolerable 
conditions if there develop special institutional arrangements for 
financing a large volume of investment commitments (which are, 
or, to permit steady and efficient functioning of the economy, 
would have to be, essentially permanent and continuing) through 
intermediaries (banks) which obtain funds for lending by issuing 
demand and near-demand claims to the original lenders (deposi- 
tors). If the state gives special status to banking corporations, if 
their obligations become the established medium of payment, and, 
what is perhaps more important, if these obligations come to be 
considered as good as (or, for convenience, better than) currency 
for use as reserves, then the banking system acquires in effect the 
prerogative of currency issue and places the government under 
the practical necessity of giving these private obligations virtu- 
ally the status of public debts. Demand-deposit banking repre- 
sents a gigantic development of call-loan financing; moreover, the 
practical difference between demand deposits and time deposits 
(savings accounts) is slight indeed. 

The fact that such a system will be exposed repeatedly to com- 
plete insolvency is perhaps not a matter of primary concern, for 
government intervention to protect at least the great majority of 
banks may be taken for granted. What matters is the character of 
the financial structure which banking creates—and the fact that, 
in the very nature of the system, banks will flood the economy 
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with money-substitutes during booms and precipitate futile ef- 
forts at general liquidation afterward. 

Two special circumstances serve to make such a financial sys- 
tem still more sensitive to disturbances: (1) the maintenance by 
banks of relatively small cushions of owner equities; and (2) the 
practice of making short-term loans which represent secondary, 
unsecured claims. Thus, a relatively small decline of security 
values properly raises question as to the solvency of banks and 
induces widespread effort to improve the quality of bank assets. 
Moreover, bankers as holders of unsecured claims naturally re- 
spond to signs of unfavorable business conditions with sharp con- 
traction of loans. Certainly, it is an unhappy arrangement where- 
by those who can demand prompt repayment (can discontinue 
lending) are, because of the preferred position of other creditors in 
bankruptcy, compelled to attempt immediate liquidation in the 
face of the slightest uncertainty. 

The notion has somehow become prevalent that banks ought to 
invest only or largely in short-term commercial paper; indeed, one 
finds here the rationale of a great enterprise in banking reform. 
Anyone who is not something of an economist can see that banks, 
acquiring funds subject to call, should lend only upon promise of 
early repayment; but the notion, while plausible, is entirely spuri- 
ous. Indeed, the adherence to this cardinal rule of conservative 
lending serves (would serve), not to mitigate the affliction of 
banking, but to compound it; for banks thus increase the volume 
of short-term debts, not merely in acquiring funds, but in lending 
them as well. It must be accounted one of the most unfortunate 
effects of modern banking that it has facilitated and encouraged 
the growth of short-term financing in business generally.° 

9 If banks were to confine their investments to long-term obligations, several bene- 
fits would accrue. Business would be less exposed to paralyzing withdrawals of work- 
ing capital; and the banks would largely lose the power, dangerous to themselves as 
well as to the community, of precipitating chaotic liquidation. Bankers, freed from the 
illusion of liquidity, would have to face more squarely the necessity of meeting de- 
mands for cash by transferring (selling) their investments; thus, their own judgment, 
if not the demands of depositors, would probably lead them to maintain more nearly 
appropriate cushions of stockholder equities. There might be significant gains, 
moreover, in better allocation of investment funds, for investment in long-term 
securities would probably mean more fundamental and more thorough analysis of 
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The penultimate step away from the ideal financial system 
carries us to one under which all matured (demand) and maturing 
obligations are legally convertible into some particular commod- 
ity like gold, whose total available supply is only a trivial fraction 
of the amounts which creditors are in a position to demand. And 
finally, the worst financial structure is realized when many na- 
tions, with similar financial practices and institutions and similar 
credit pyramids (and narrowly nationalist commercial policies), 
adopt the same commodity as the monetary standard. When one 
thinks of the total potential creditor-demands for gold for hoard- 
ing, in and after 1929, it seems almost beyond diabolical ingenuity 
to conceive a financial system better designed for our economic 
destruction. The anomaly of such a system is perhaps abundantly 
evident in the strong moral restraints and inhibitions which dis- 
suade many people from exercising their legal rights under it. 

Given the vagaries of commercial, fiscal, banking, and currency 
policies in the various countries, and given the character of na- 
tional financial structures and price rigidities, it is to the writer a 
source of continued amazement that so many people of insight 
should hold unwaveringly to the gold standard as the best founda- 
tion of national policies.‘ The worship of gold, among obviously 


the debtor enterprises. Certainly there are disadvantages in a system under which 
large volumes of funds are allocated primarily with respect to the borrower’s imme- 
diate outlook and the opportunities for liquidation ahead of other creditors. 

Of course, there would also be some disadvantages for the banks. Thorough anal- 
ysis of prospective investments would be expensive. Moreover, short-term paper has 
one attractive feature, namely, that one can seldom be expected to tell what it is 
worth. Thus owners, depositors, and examiners are frequently spared for con- 
siderable periods the awareness that banks are insolvent—usually, indeed, until that 
distressing condition has passed. With portfolios of securities, on the other hand, 
the magnitude of stockholder equities would be seriously exposed to the bitter test 
of prices on the security exchanges. 

It seems, at all events, that desirable changes in the content of bank portfolios 
might be defined roughly in terms of transfer from earlier to later kinds of assets 
in the following list: (1) short-term commercial paper; (2) long-term private obli- 
gations; (3) federal securities; (4) legal-tender currency. 

% This is not the place to argue the matter in any detail. See the writer’s 
memorandum to the Commission of Inquiry into National Policy in International 
Economic Relations (Hutchins Commission), published in their report, International 
Economic Relations (Minneapolis: University of Minnesota Press, 1934), pp. 344-49- 

It may be noted that the gold-standard arrangement simply does not define a 
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sophisticated people, seems explicable only in terms of our lack of 
success in formulating specifications for a satisfactory, independ- 
ent national currency—and certainly not in terms of the need. of 
stable exchange-rates for orderly international commerce. In- 
deed, it indicates how little progress liberals have made in show- 
ing, by way of answer to revolutionists, what kind of money-rules 
might be adopted to make capitalism a more workable system. 

On the other hand, the desire to hold to something, in the face 
of perplexity, invites understanding sympathy—for certainly we 
have made little progress in defining attractive alternative sys- 
tems. Some students propose pure dictatorship, under powerful 
monetary authorities; others, the stabilization of various price- 
indexes; not to mention the many irresponsible proposals for in- 
definite inflation, based on the notion that our ills are traceable to 
deficiency of consumer-purchasing-power. Of all these schemes, 
those which contemplate stabilization of price-indexes are least 
illiberal; but they, too, are unsatisfying. They define programs in 
terms of ends, with little discussion of appropriate means; they 
call for an authority with a considerable range for discretionary 
action, and would require much intelligence and judgment in 
their administration; and they would leave us exposed to continu- 
ous legislative (if not administrative) tinkering, since no particu- 
lar price-index has much greater inherent reasonableness than 
many others, and since most of them would serve badly the end of 
profit stability.” 


monetary system based on rules in any sense consistent with our usage in this paper. 
It defines a policy merely in terms of its end or objective, and not in terms of means 
—not in terms of rules of operation. To be sure, such rules might be established. To 
illustrate, Congress might establish a monetary authority with large powers and 
with a definite mandate (1) to buy and sell gold freely at a fixed price and (2) to 
maintain a fixed, constant proportion between the amount of its gold holdings and 
the total amount of money (including demand deposits) in circulation. It is doubt- 
ful whether much enthusiastic or intelligent support could be recruited for such a 
scheme—or for any other which would establish real rules for the operation of the 
gold-standard system. 

* The choice of a particular price-index, as the basis of a definitive rule of policy, 
presents serious difficulties. If monetary uncertainties are to be minimized and the 
monetary authority limited to a strictly administrative function, the commodities 
whose prices are included in the index must be (1) commodities which can (with a 
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In a free-enterprise system we obviously need highly definite 
and stable rules of the game, especially as to money. The mone- 
tary rules must be compatible with the reasonably smooth work- 
ing of the system.’* Once established, however, they should work 


minimum of difficulty) be sharply defined in terms of physical specifications, (2) 
commodities which (as so defined) are and probably will continue to be actively 
traded in highly organized and highly competitive markets. The index must be 
highly sensitive; otherwise, the administrative authority would be compelled to post- 
pone its actions unduly after significant disturbances or (Heaven forbid!) obliged to 
use discretion in anticipating changes. All prices subject to deliberate regulation, 
whether by producers or governmental agencies, obviously should be excluded— 
and all prices which are likely to fall into this class in the significant future! 

If a reasonably inclusive, representative index could be designed in accordance 
with these specifications, it would still be very unsatisfactory. Such an index, 
governed predominantly by the prices of standardized, basic commodities, would 
give us an excessively “inflationary” rule, for the production of these commodities 
is likely to be affected most markedly by the progress of technical efficiency; with 
such an index we should depart far indeed from the ideal of a neutral money. More- 
over, an index of this kind would be peculiarly sensitive to changes and disturb- 
ances originating abroad; thus, it might often dictate monetary measures which 
would be undesirable and merely disturbing domestically. It would seem best to 
employ an index made up primarily of prices of “domestic,” rather than of inter- 
nationally traded, goods; but it would probably not be possible to construct an 
index of this kind which would be at all satisfactory in terms of the other considera- 
tions which we have noted. 

The writer’s notion as to how these conflicting considerations should be weighed, 
for a judicious, practical decision, may be inferred roughly from the order in which 
they are mentioned above. 


12 The literature of money, however, seems on the whole greatly to overstress this 
consideration and to minimize the prospects of automatic adjustment through antici- 
pations, under a definite and stable monetary constitution. This may be the result 
of the widespread practice of discussing the question of what monetary policy should 
be, in terms of an implied assumption that knowledge of that policy is to be the ex- 
clusive possession of an inscrutable monetary authority. The outcome, at all events, 
is a critical appraisal of possible rules of policy which relates mainly to difficulties of 
the transition period rather than to the operation of these rules as established bases 
of anticipations. 

This criticism is conspicuously applicable to the usual discussions of “justice” 
as between debtors and creditors. It is clear that, given a minimum of uncertainty 
as to money, differences in the monetary rules would tend to be compensated by 
differences in interest yields. The same point is relevant, moreover, if less obvious 
and decisive, with respect to “forced saving” and induced maladjustments generally. 
If the monetary constitution called for a rising, instead of a stable or a declining, 
price-level, economic behavior would be modified considerably in every sphere— 
in the labor market, among employers and labor leaders as well; in the determina- 
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mechanically, with the chips falling where they may. To put our 
present problem as a paradox—we need to design and establish 
with the greatest intelligence a monetary system good enough so 
that, hereafter, we may hold to it unrationally—on faith—as a 
religion, if you please. The utter inadequacy of the old gold 
standard, either as a definite system of rules or as the basis of a 
monetary religion, seems beyond intelligent dispute. But if that 
system lacks peculiarly the virtues which now seem important, 
they are also patently lacking in most of the systems proposed as 
substitutes. 

Thus, traditional liberalism, if not hopelessly or more funda- 
mentally decadent for other reasons, is at least seriously embar- 
rassed by the difficulty of answering urgent monetary questions in 
a manner consistent with its central tenets. It is the purpose of 
this paper, not to present any simple answer or solution, but mere- 
ly to define the problem more closely and perhaps to provide some 
basis for ultimate consensus on definite proposals. 

The problem of booms and depressions is one which must be 
attacked from both sides, (a) by policies designed to give us a 
more flexible price structure and (5) by measures which will mini- 
mize the aggravations attributable to the character of the mone- 
tary system and financial structure. The former attack, however, 
must always be regarded as primary. With adequate price flexi- 
bility, we could get along under almost any financial system; with 
extreme rigidities (reflecting widespread partial monopoly), the 
most drastic monetary and financial reform, even an ideal finan- 
cial structure, couid not protect us from serious disturbances of 
production and employment. 
tion of the “administered” prices, by both public and private agencies; and, of 
course, in the money markets. 

Generally speaking, it is very difficult to judge the merits of any precise rule of 
monetary policy on the basis of experience in an economy where no such rule has 
obtained and where economic behavior has been profoundly influenced by the ex- 
treme monetary uncertainty. (The common criticism of price-level stabilization, 
on the basis of our experience during—and after—the twenties, is thus without 
much force.) The primary objective of reform should be that of minimizing this 
kind of uncertainty for the future. From the point of view of ultimate operation, it 


seems likely that many different rules would serve about equally well. Thus, it is 
appropriate to focus attention on the difficulties of transition—explicitly. 
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For the present, we obviously must rely on a large measure of 
discretionary money management—on a policy of offsetting and 
counteracting, by fiscal and banking measures, the effects of 
monopoly and custom upon prices and wage-rates. Such a policy, 
however, must be guided by a more fundamental strategy and by 
the need for early abandonment of temporizing expedients; 
otherwise, political control must degenerate into endless conces- 
sions to organized minorities, with gradual undermining of the 
“constitutional structure” under which free-enterprise economy 
and representative government can function." 

The possibilities of genuine economic reconstruction, and the 
requirements of sound liberal strategy, may be defined in terms of 
three objectives: (1) restoration of a maximum of competitive- 
ness in industry (including the labor markets); (2) transition to a 
less preposterous structure of private money contracts; (3) ulti- 


3 The alternative position would hold that sheer temporizing is less dangerous 
than definite commitment to any precise, inflexible monetary rule. Given stabiliza- 
tion of a price-index, organized groups might establish the “administered” prices and 
wage-rates at a level which would prohibit tolerable functioning of the economy as 
a whole. To guard against this contingency, the monetary authority might be set 
up as a kind of agency of monopoly control, with an implied policy of countering 
every general increase of monopoly prices and wages with deliberate inflation of the 
whole price-level. 

Such therapy would alleviate the patient’s distress by eliminating possibility of 
his recovery. We cannot long preserve existing political and economic institutions 
by countering the infection of monopoly with the opiates of monetary dictators. 
The uncertainties of business as to, notably, wage-rates and freight-rates may be as 
serious as those relating to money; but it would seem sheer folly deliberately to 
create monetary uncertainties in the hope of salutary counteraction or offsetting 
effects. Especially alarming, along these lines, is the possibility of a long-continued 
struggle between the monetary authority, raising the price-level to diminish un- 
employment, and labor organizations seeking, with able assistance from the De- 
partment of Labor, to advance wage-rates ahead of price-level changes—and even, 
avowedly, to assist the monetary authority by increasing purchasing power! At 
all events, under such 2 monetary scheme, the controlled parts of the price structure 
would probably be manipulated in such manner as to require an indefinite, revolu- 
tion-creating inflation; indeed, this seems to define the real threat of Fascism in this 
country and the likely route toward it. If monopoly proves fatal to capitalism, in- 
flation will be the announced cause of death. 

%4 As evidence of the grave moral dangers of present policies, one only need 
mention two superlative contributions of our legislature and executive to the degra- 
dation of representative government: the silver legislation and the Guffey-Snyder 
Bill. 
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mate establishment of a simple, mechanical rule of monetary pol- 
icy. As regards this third objective, the writer feels that his earlier 
persuasion as to the merits of the rule of a fixed quantity of money 
was fundamentally correct, although the scheme is obviously too 
simple as a prescription under anything like present conditions. 
Its limitations, however, have to do mainly with the unfortunate 
character of our financial structure—with the abundance of what 
we may call “‘near-moneys’’—with the difficulty of defining money 
in such manner as to give practical significance to the conception 
of quantity. 

Under what financial conditions would the simple rule of fixed 
quantity become reasonably satisfactory? In principle, the an- 
swer is easy: under the ideal financial structure described above. 
If this seems to be a counsel of despair, one may add that perfec- 
tion is not necessary practically. On the other hand, it requires 
some temerity to specify how far the ideal conditions might safely 
be sacrificed. 

To propose abolition of all borrowing, or even of all borrowing 
at short term, is merely to dream. It would seem feasible, how- 
ever, to undertake gradual and systematic reordering of financial 
practices, to the end of limiting quite narrowly the amount and 
the possible quantity fluctuations of the generally acceptable 
near-moneys. This would mean, above all, the abolition of bank- 
ing, i.e., of all special institutional arrangements for large-scale 
financing at short term. Demand-deposit banking would be con- 
fined (in effect, at least) to the warehousing and transferring of 
actual currency. Savings banks would be transformed into strictly 
mutual institutions or investment trusts. Narrow limitation of 
the formal borrowing powers of other corporations would obvious- 
ly be necessary, to prevent their effectively taking over the pre- 
rogatives of which banking corporations as such had been de- 
prived. Further limitations might also be necessary with respect 
to financing via the open account (book credit) and instalment 
sales, although other prohibitions might provide adequate protec- 
tion indirectly against these evils. If such reforms seem fantastic, 
it may be pointed out that, in practice, they would require merely 
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drastic limitation upon the powers of corporations (which is em- 
inently desirable on other, and equally important, grounds as 
well).*5 

Banking is a pervasive phenomenon, not something to be dealt 
with merely by legislation directed at what we call banks. The 
experience with the control of note issue is likely to be repeated in 
the future; many expedients for controlling similar practices may 
prove ineffective and disappointing because of the reappearance 
of prohibited practices in new and unprohibited forms. It seems 
impossible to predict what forms the evasion might take or to see 
how particular prohibitions might be designed in order that they 
might be more than nominally effective. But we perhaps approach 
insight when we conceive the problem broadly as that of achieving 
a financial structure in which the volume of short-term borrowing 
would be minimized, and in which only the government would be 
able to create (and destroy) either effective circulating media or 
obligations generally acceptable as hoards-media. More narrowly 
(with reference to depressions), the problem is one of moving to- 
ward a system in which creditors would be unable quickly to de- 
mand, and to require enterprises generally to undertake, rapid 
and impossible liquidation. 

Whatever the best-detailed solutions as to financial practices 
and their control, it seems that some arrangements compatible 
with rigid fixing of the quantity of effective money may be feasible 
as a long-term obiective of reform. Given such arrangements, the 
danger of alternate hoarding and dishoarding tendencies, to be 
sure, would still remain; but it would remain as a problem to be 
dealt with exclusively via efforts to obtain greater flexibility 
(competitiveness) in the economy. The problem of industrial fluc- 
tuations cannot be solved, and should not be attacked, exclusively 
by monetary devices. The best monetary system, so to speak, 
would tolerate occasional disturbances without alleviation, ac- 
cepting them as a reasonable cost of maintaining the best struc- 
ture of relative prices and as a means for preventing a continued 


ts These other grounds, of course, have to do mainly with the monopoly problem. 
For the writer’s views, see the pamphlet mentioned in n. 1. 
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accumulation of basic maladjustments which could only issue 
politically in disruption of the system itself." 

In the present critical situation we should not balk at bold 
schemes for restoring the free-enterprise system to a securely 
workable basis. The requisite measures, radical in the money 
field and more radical elsewhere, will become possible politically 
only with the revival or development of a real religion of freedom, 
of a strong middle-class movement, and of values (and revulsions) 
of a rather intense sort. These necessary conditions, however, 
might soon appear, through popular disillusionment with respect 
to recently popular economic nostrums and policies, as the per- 
haps natural alternation in a cycle of opinion and prejudice. 

If this favorable climate of opinion does appear, it will behoove 
liberals to make the most of the opportunity (otherwise probably 
their last) and, avoiding plausible compromises, to focus their ef- 
forts on basic reforms. In particular, this may be interpreted to 


6 That the fixed-quantity policy would go too far in this direction, however, is a 
contention to conjure with. Speculative movements with respect to money will 
always be somewhat cumulative and self-aggravating, even given the most drastic 
reforms in the field of private finance. Thus, conceding the merits of long-run fixity 
in the quantity of money, one may argue that provision should be made for tempo- 
rary changes to offset changes in velocity. But this view, however commendable 
in principle, has not been, and probably cannot be, translated into significant prac- 
tical proposals. The difficulties of drafting satisfactory rules based on elaborate 
statistical measures of velocity seem decisive. On the other hand, if one wants a 
system based on rule, it would be folly to enact legislation calling for secular con- 
stancy in the quantity of money but leaving the administrative authority free to 
make “temporary” changes at its own discretion. 

These considerations emphasize one great advantage of a price-index rule, namely, 
that it defines, within a definite long-term rule, appropriate measures for dealing 
with velocity changes. However, it is possible that, with a more flexible price struc- 
ture and a narrowly limited amount of shori-term financing, the anchor of a fixed 
quantity of circulating media might suffice to induce prompt reversal of hoard- 
ing and dishoarding movements. And moderate cyclical fluctuations might wisely 
be accepted as the price paid for the conspicuous superiority of the fixed-quantity 
rule in terms of other considerations. Substantial sacrifice might well be made to 
obtain greater simplicity and definiteness; to avoid the inherent limitations of index 
numbers, especially as elements in permanent legislation; to escape the continuing 
disturbance of positive monetary action; and to dispense with powerful administra- 
tive authorities. On the other hand, the price-index rule is eminently preferable for 
the immediate future—and certainly will remain the more expedient solution unless 
and until a highly competitive economy is realized and the structure of private 
money contracts drastically modified. 
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mean (a) that no concessions can be made as regards the restora- 
tion of highly competitive conditions and (5) that few concessions 
can be made in the effort to remodel our permissible financial 
practices to the end of making feasible and easily workable a 
definite, mechanical set of rules of the economic game as to 
money.”? 

For the moment, of course, we must be reconciled to pure man- 
agement in the money field. We must rely on government action 
—on political efforts to bring down the prices which remain far 
out of line; on such injections of fiscal stimulants as may be neces- 
sary to prevent recurrence of wholesale liquidation; and, above 
all, on the prompt and drastic measures for debt retirement which 
may soon become imperatively necessary to prevent a disastrous 
inflationary boom. It should be feasible, however, increasingly to 
concentrate the monetary powers of governmental agencies in 
fewer hands and, later on, to bring the appropriate agencies more 
closely within the control of law, through the adoption of rules, 
expressed perhaps in terms of price indexes. Such measures, at all 
events, seem essential in a program for avoiding revolutionary 
changes in economic and political institutions."* For the most san- 


17 The so-called 100 per cent scheme of banking reform can easily be defended 
only as the proper first step toward reconstruction of our whole financial organiza- 
tion. Standing by itself, as an isolated measure, it would promise little but evasion— 
small effects at the price of serious disturbance—and would deserve classification as 
merely another crank scheme. 


*8 Indeed, the time seems fully ripe for a declaration by Congress and the Ad- 
ministration against further increase in the American price-level. This does not 
imply that early and rapid recovery is now assured or that the federal budget should 
promptly be balanced; but it does mean that the gravest dangers are involved in 
relying upon further reduction in the commodity-value of the dollar for correction 
of the relative-price maladjustments which still impede recovery. A sound program 
must now undertake to bring about reduction of those controlled prices and wage- 
rates which remain high relative to other prices. The problem of relative-price 
maladjustments must be worked out along the line of the present general level, if 
reasonable precautions are to be taken against a chaotic boom, wholesale dishoard- 
ing, and uncontrollable inflation. 

There may now be little agreement on the merits of price-index stabilization as 
a permanent rule of monetary (fiscal) policy; but there would probably be a surpris- 
ing unanimity among reputable economists on the proposition that fiscal and bank- 
ing policy henceforth should not permit any further rise of prices generally. At all 
events, announcement by the Administration (with supporting Congressional resolu- 
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guine view, however, they define only a proximate objective in 
monetary reform—a way of escape from present chaos and a step 
toward a more satisfactory ultimate solution. 

The shortcomings of price-index stabilization, as the funda- 
mental basis of a monetary system, are numerous and serious 
from either an analytical or an empirical viewpoint. It is easy to 
maintain that such a rule falls far short of the ideal in monetary 
arrangements-—far too easy, indeed, when those who criticize are 
not obliged or inclined to define the better rules by comparison 
with which the one in question is so defective. The advocates of a 
stable price-level (with all the irritating excesses of their advo- 
cacy) are proposing a solution which is genuinely consistent with 
traditional liberal principles—and, precisely on that account, are 
faring rather badly in the debate which the proposal has provoked 
among professional economists and journalists. The most vigor- 
ous and pungent criticism comes from specialists who themselves 
have no intelligible solutions to offer and who generally have been 
spared the suspicion that a solution in terms of definite rules is of 
any importance."® 


tions) of its intention to use all its powers to prevent a further rise in the level of 
prices is the first important step which can be taken to reduce uncertainty as to 
monetary conditions in the near future. With such an important beginning, we 
might move on afterward to more and more definitive rules, as political and eco- 
nomic developments permit. 

To appreciate the danger of our present position, a moment’s reflection should 
suffice: simply contemplate the political fate of any leader who, in the midst of the 
credit inflation now imminent, would try to stand in the way or to impose real 
checks. As a mob, we have probably learned much less than nothing since 1929; 
the long depression has only put us in the mood to draw and quarter anyone who 
would deny us the release of an exciting prosperity. And, incidentally, those political 
leaders who talk most about balanced budgets and sound currency would, by vir- 
tue of the magnificent simplicity of these nostrums, probably do least to check 
wholesale dishoarding and expansion of private credit. But a reasonabie rule of 
policy, erected now, might save us where nothing else would. 


In the writer’s opinion, the same issue is, or rather ought to be, fundamental 
in the current controversy as to qualitative versus quantitative control of credit. 
Qualitative control not only implies avoidance of all definite, meaningful rules; but, 
while espoused by persons peculiarly hostile to government interference with 
private business, it also implies a much broader range of political interference and 
a less specialized conception of appropriate governmental function. Indeed, quali- 
tative control of credit essentially amounts to political control over the direction 
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If price-level stabilization is a poor system, it is, still from a 
liberal viewpoint, infinitely better than no system at all. And it 
seems now highly questionable whether any better system is feasi- 
ble or possible at all within the significant future. Given the pres- 
ent financial structure, and given the present multitude of unco- 
ordinated monetary measures and monetary authorities, is there 
any other rule of policy around which some order and system 
might be achieved? How else may the present chaos of private 
financial practices, central-bank action, fiscal measures, and tariff 
changes be pulled together into something which resembles a 


of private investment. Control over the quantity of media, on the other hand, is 
consistent with the narrowest conception of the proper rdle of political control— 
with the narrowest definition of control of the currency. Those who argue for greater 
and more direct control of quantity by political agencies would argue quite as vigor- 
ously that the allocation of investment funds should be directed only by the freest 
competition—that this allocation should be entirely freed from the influence of 
Congress, the Treasury, any monetary authority, or any organization of bankers 
in the form of bankers’ banks. 

The so-called 100 per cent scheme was suggested, at least by its Chicago pro- 
ponents, largely, if not primarily, with the notion that reform along such lines would 
serve to minimize the danger of increasing political control over the direction of 
investment, i.e., the danger, both of socialization of banking in its present form and 
of “financial planning” administered by organizations of private banks. From this 
viewpoint one may deplore the mass of legislation which has given special status to 
banking corporations and the development of many kinds of supervision and regula- 
tion (qualitative control) which has served to differentiate the obligations of banks 
from other private obligations and to facilitate their use as money. If a rigid sepa- 
ration could be achieved between the business of warehousing and transferring funds 
and that of mobilizing funds for lending and investment, the state might properly limit 
its regulation of the latter type of business to the provision of ordinary safeguards 
against fraud and the maintenance of competitive conditions in the investment 
markets. 

The 100 per cent banking scheme has been characterized as socialistic; and advo- 
cates of quantitative control have been charged with the intention of turning the 
banking business over to politicians. While both observations are intellectually 
beneath notice, they might be countered, for purposes of vulgar debate, with the 
remark that most defenders of qualitative control are impliedly espousing syndicalist 
ideas and, for their own purposes, a corporative state. At all events, the task for 
serious students, here as elsewhere, is that of defining carefully the proper spheres 
for competitive and political controls and of discovering how each may best be 
implemented in its own sphere. If the 100 per cent scheme has any merit, it is 
largely that of directing attention to this problem in connection with the reform of 
a financial system which has acquired a functional complexity that renders useful 
analysis as difficult as it is important. 
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monetary system? How else can we possibly escape from a situa- 
tion where monetary policy is merely the composite of the uncer- 
tain daily actions of an indefinite number of agencies, govern- 
mental and private? Some ordering of this chaos is imperative. 
It may be achieved, either by setting up a superior, independent 
authority or by bringing the totality of monetary measures under 
the discipline of some rule; and only the advocates of price-index 
stabilization have offered a feasible way out along the latter lines. 

This solution, if unsatisfying, is likewise not simple administra- 
tively. Question is often raised as to whether stabilization of a 
price-level is possible. The problem is better formulated, how- 
ever, when we ask by what agency it might best be undertaken 
and what methods would be appropriate in its execution. 

The task is certainly not one to be intrusted to banking authori- 
ties, with their limited powers and restricted techniques, as should 
be abundantly evident from recent experience. Ultimate control 
over the value of money lies in fiscal practices—in the spending, 
taxing, and borrowing operations of the central government. 
Thus, in an adequate scheme for price-level stabilization, the 
Treasury would be the primary administrative agency; and all the 
fiscal powers of Congress would be placed behind (and their exer- 
cise religiously limited by) the monetary rule. The powers of the 
government to inject purchasing power through expenditure and 
to withdraw it through taxation—i.e., the powers of expanding 
and contracting issues of actual currency and other obligations 
more or less serviceable as money—are surely adequate to price- 
level control. At present, monetary powers are dispersed indefi- 
nitely, among governmental agencies and private institutions, not 
to mention Congress itself. Since the powers of the legislature are 
ultimate and decisive, a program looking toward co-ordination 
and concentration of responsibility must focus on fiscal policy as 
its mode of implementation. 

The scheme clearly requires the delegation of large administra- 
tive powers. The Treasury might be given freedom within wide 
limits to alter the form of the public debt—to shift from long- 
term to short-term borrowing or vice versa, to issue and retire de- 
mand obligations in a legal-tender form. It might be granted 
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some control over the timing of expenditures. It might be given 
limited power to alter tax rates by decree and to make refunds of 
taxes previously collected. How wide and numerous these powers 
should be, need not concern us here. Any legislation granting such 
authority, however, must also impose the duty and responsibility 
of exercising that authority in accordance with a sharply defined 


policy.”° 

Given the suitable mandate, the grant of administrative powers 
should err, if at all, on the side of generosity. The more adequate- 
ly implemented the rule of monetary policy, the easier will be 
its actual execution. The greater the powers available for its exe- 
cution, the smaller will be the probable demands for their exercise. 
If it is clear that the administrative authority is adequately 
equipped to make the rule effective, then the rule will be, to some 
extent, self-enforcing, in so far as the actions of enterprisers and 
speculators come to be predicated upon its enforcement. 

Not only must the price-level rule be implemented through fiscal 


20 Congress would really be the administrative agency in any event. It could 
always revoke the powers of the monetary authority or nullify that agency’s efforts 
to execute the price-index rule. Observance of the rule would require appropriate 
budgetary practice and thus would depend basically upon revenue and appropria- 
tion measures. The administrative function of the monetary authority might there- 
fore be conceived mainly in terms of temporary devices for checking or ironing out 
small aberrations of the index. Its main responsibility, properly, would be that of 
giving advice and making recommendations to the executive and to the legislature 
with respect to the budget. 

It may be interesting, if gratuitous, to note some features of fiscal practice under 
a properly executed price-index policy. The old perversity of fiscal changes would, 
of course, disappear. We should have to get accustomed—assuming continued in- 
crease in “physical production’”—to the novel phenomenon of chronic budget defi- 
cits accompanied by declining interest charges or, at least, not accompanied by 
corresponding growth of the interest-bearing debt. (That this experience might 
induce widespread financial insanity is perhaps an argument in favor of a quantity- 
rule.) The Treasury would systematically borrow when interest rates were high 
and reduce its interest-bearing debt when rates were lowest; in other words, it 
would consistently make open-market purchases of its obligations when their 
prices were highest and sell them when their prices were abnormally low. 

Under either a price-index or a quantity rule, by the way, there would pre- 
sumably be no justification for a complex structure of federal debt. Treasury obli- 
gations might properly be confined to two simple forms, lawful money and consols 
or perpetuities (which would facilitate deletion of the usual textbook observations 
about benefits to future generations and probable service-life of public improve- 
ments). 
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measures; it must also serve as a control upon all governmental 
measures which have significant monetary effects. In other words, 
it must be accepted by the community, and obeyed by legisla- 
tures, as the guiding principle of government finance—as the basic 
criterion of sound fiscal policy.” While the rule cannot wisely be 


** It may be interesting to note that the whole argument of this paper might 
properly be developed with primary emphasis upon problems of government finance. 
With the growth of deposit currency and central banking, not only has monetary 
policy been left without substantial foundation in legislative rule and without ade- 
quate implementation but fiscal policy also has lost its appropriate orientation. 
Nominally, of course, it has been ordered in terms of the requirements of the gold 
standard—and it may be conceded that the prestige of gold has occasionally en- 
forced some discipline in government finance. But the rule of maintaining converti- 
bility or redemption has the obvious limitation of any legislative policy which is 
defined merely in terms of its end. There was no assurance that budgetary arrange- 
ments (or the behavior of the banking authorities) would actually be consistent 
with continued adherence to the rule—and even little prospect that blame for its 
violation would fall upon those really responsible. Whatever the other limitations 
of the gold-standard system (see n. 10), its administration, at all events, was left 
largely to the banking authorities, with only vague recognition that reckless accumu- 
lation of federal indebtedness might give rise to difficulties. 

One consequence is the conspicuous absence, in both popular and academic dis- 
cussion, of anything that might seriously be called principles of sound fiscal prac- 
tice. (For eloquent testimony on this point, see the textbooks on public finance.) 
There are no accepted criteria for criticism; there is no real basis for intelligent 
public opinion and, thus, little opportunity for effective democratic control. More- 
over, within the uncertain limits set by the requirements of the gold standard, there 
are indefinitely large opportunities for doing things backward in the field of govern- 
ment finance (as well as in banking)—and political pressures assure that these oppor- 
tunities will be fairly well exhausted. 

Just as the financial system is conducive to utterly perverse changes in the quan- 
tity of credit, so likewise does it lead almost inevitably to extreme perversity in 
fiscal changes. During periods of expanding profits and credit inflation, tax rates 
are reduced, expenditures increased, and long-term obligations retired (instead of 
being refunded and increased to permit the impounding of currency). In the face of 
declining production and employment, taxes are increased (especially the critical 
excises), expenditures are usually curtailed, and money is obtained by borrowing 
(instead of being created by the Treasury or released from previously accumulated 
balances). Moreover, little real comfort can be found in recent recognition of this 
perversity, for it promises only temporary, one-sided correction in the case of ex- 
penditures and, thus, perhaps greater ultimate confusion. 

It may seem a counsel of sheer cynicism or of utter despair to suggest that all our 
established fiscal practices should be entirely reversed—and, as regards the possi- 
bilities of reform within our present financial organization, it is so intended. Sound 
fiscal policies are impossible (cannot even be defined) without precise and firmly 
established rules of monetary policy; but the early adoption of, or rapid movement 
toward, such rules is entirely feasible. 
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written into our fundamental law, it must provide the same sort of 
limitation and mandate as would a constitutional provision. As 
things stand now, there is almost nothing which a dominant party 
may not do or leave undone financially, without rebuke. (There 
is still some moral pressure, to be sure, against outright issue of 
paper money; but this only invites evasion through the use of 
short maturities and through resort to the inelegant expedient of 
paying the banks to create money for the Treasury.) A federal 
administration can now spend far beyond its revenues, and gross- 
ly debase the currency, without even placing itself on the defen- 
sive before public opinion. On the other hand, the “principles” to 
which reactionaries would have us return are perhaps worse than 
none at all. That the old moral prohibitions have lost their force 
is here not altogether an occasion for regret. But we cannot get 
along without some such rules—without some moral sanctions 
and mandates which politicians must obey in matters of finance. 
And there is probably nothing more promising than the idea of a 
stable price-level as a symbol articulating deep-rooted sentiments 
and as a source of discipline in fiscal practice.?? 

A serious practical shortcoming of stable money programs lies 
in the fact that they are sponsored most vigorously by persons 
who want the price-level raised sharply before it is stabilized. 
Thus the scheme is likely to be realized, if at all, on the basis of 
dangerously large concessions to the demands of debtors, in terms 
of stabilization at a level involving serious maladjustments and 
internal strains, and under conditions which would present great 
difficulties in administration and execution. If the undertaking is 
to get under way auspiciously, it is imperative that the level cho- 
sen should be low enough to require only the minimum of action 
and display of power by the monetary authority during the trying 
first years. (The possibility that the level would be fixed too low 
is of theoretical, rather than practical, interest.) Drastic adminis- 


* To assure popular approval, strong moral support, and thus political stability, 
it would be desirable, under a price-index rule, to employ an index whose changes 
would correspond roughly to changes in living-costs for families of modal income. 
Some weight certainly should be given to this consideration; but, adding it to those 
mentioned in n. 11, one sees that the best attainable index must fall far short of 
what is desirable on this, or on any other, particular criterion. 
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trative measures to overcome the inertia of an upward movement 
would jeopardize the political security of the rule and would also 
involve unfortunate disturbances in lines of business exposed to 
the direct impact of such measures. The advocates of stable mon- 
ey will do well not to offer the community one last big spree after 
the pledge is taken, and not to promise a perpetuity of blissful 
inebriation. 

The issues which such proposals raise with respect to gold are 
issues which may largely be neglected for some years to come. In 
the United States we might stabilize on the basis of a price-index, 
while maintaining indefinitely the present gold price. Indeed, un- 
less the orgy of devaluation which we invited in 1933 does finally 
occur, we shall, with world-recovery, find it easy both to maintain 
the present price of gold and to reduce continuously the enormous 
barrier to trade which our tariff legislation has erected. The possi- 
bilities of such a program are indicated in the report of the Com- 
mission of Inquiry into National Policy in International Econom- 
ic Relations :* 

It may be argued that, while there is unlikely to be any occasion for 
justifiable increase in the dollar price of gold, it might soon be expedient to 
lower the price: (a) to prevent a wastefully large accumulation of gold by 
the United States; (5) to promote distribution of our surplus stock among 
countries which have real need for additional reserves; (c) to check an over- 
rapid recovery or a potentially dangerous boom at home; or even (d) as 
one means of putting pressure on the reserves of a too rapidly expanding 
banking system. To any of these ends, however, a more attractive means is 
at hand, namely, reduction of our tariff duties, even beyond those already 
recommended. This strategy would afford us a better protection against an 
unhealthy boom and against over-large investment in gold; it would affect 
other nations in the same manner economically as would a lowering of our 
gold price; and it would probably be even more effective toward improving 
the spirit of international commercial relations. 

Not least of the merits of this procedure is the prospect it offers for rais- 
ing the internal prices of export products (notably, cotton and wheat) rela- 
tive to other prices. Indeed, it might in the end prove to be an adequate 
justification of our recent gold policy, that it created this opportunity for 
gradually and systematically repairing the injury of our past tariff policy to 
agriculture. Our drastic devaluation, whatever its short-term effects, is 

*3 International Economic Relations, pp. 96-08. 
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likely to lead, slowly and over a long period, to a rise of our price level which 
could serve no good purpose and might work serious injury. However, if we 
undertake by tariff reductions systematically to correct favorable balances 
of payments, and even to send abroad part of our present stock of gold, we 
could avoid the upward pressure on many industrial prices, while allowing 
our export staples to enjoy the full effect of the devaluation. 

The scheme here proposed is perhaps more elegant in principle than it 
could ever be in actual applicat’»n. But it may be worth noting that, just 
as devaluation offered to post-\..r France a means for returning to gold 
without internal deflation, so devaluation offers to the United States a means 
for scaling down its barriers to trade without internal deflation. This oppor- 
tunity, moreover, presents itself, fortunately from the viewpoint of domestic 
politics, at a time when there is widespread demand for just the assistance 
to agriculture that it so clearly offers. Furthermore, an expression by our 
government of the intention to prevent, by this procedure, any enduring 
injury to foreign countries from our devaluation, would do much to smooth 
the way for future international understandings as to both monetary and 
commercial policy. 

In this connection two observations are especially in point. (1) It is 
likely, in view of the condition of our balance of payments prior to devalua- 
tion, and in view of the prospect that many of the foreign measures for re- 
sisting gold drains will disappear with world recovery, that our present price 
of gold will prove distinctly excessive, unless measures are taken to offset 
the long-term effects of its sharp increase. (2) There are many strong con- 
siderations, not heretofore invoked in these pages, against resorting to re- 
duction of our gold price in the future. Many of those who bitterly condemn 
our devaluation program will readily agree that little is now to be gained 
by trying merely to retrace our steps. If the rise in the price of gold may 
be held to have worked injury and injustice, it is still unlikely that reduction 
of that price at a much later date would accomplish much toward repairing 
the inequities. Those who lost (or gained) by the increase would be largely 
a different group from those who gained (or lost) from the reduction. Thus, 
all in all, a number of strong considerations appear to support the proposal 
for utilizing systematically the potentially large opportunities for tariff re- 
duction which our recent devaluation promises to yield in the future. On 
this view, tariff reduction might be regarded as an agency of monetary 
stabilization for the near future and, quite consistently, as a means for 
helping agriculture at the same time. 

The whole argument here may be regarded as supporting the position 
that our bargaining efforts should be directed especially toward concessions 
with regard to exchange controls, quota limitations, and similar barriers 
to our exports. These barriers, largely the product of the acute emergency, 
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may be regarded in part as compensatory to our emergency gold policy. The 
prospect of their removal will depend partly on our willingness to make the 
concessions necessary to preservation of reasonable balance. The only major 
or equivalent concessions which we could offer are (1) reduction of our gold 
price and/or (2) lowering of our tariff barrier. There are reasons for our 
preferring the second of these, and no apparent reasons why it should not 
be equally attractive to other nations. 


Price-level stabilization thus seems, on the whole, extremely at- 
tractive as the basis of a liberal-conservative policy in the field of 
money and government finance for the next decade. Whether the 
price-index rule would be as satisfactory under conditions which 
could be realized only over a longer period as the rule of a fixed 
quantity of money, may merit discussion in academic circles and 
may provide a promising point of departure for analysis and ex- 
position; but the question is not of practical significance now. 
Given the inevitable limitations of any particular index, however, 
the former rule might ultimately acquire or manifest serious short- 
comings. It is thus appropriate to observe that all the changes in 
our financial structure which seem necessary to make feasible the 
adoption of the fixed-quantity rule are changes which would also 
facilitate the operation of the price-index rule. The existence of a 
large volume of privately created money-substitutes, with alter- 
nate expansion and contraction, might tax seriously the powers of 
a monetary authority seeking to prevent price-level changes. 
Thus, if the stability of an index is to be maintained with the least 
resistance and the minimum of disturbing administrative meas- 
ures, it is essential that the power to issue money and near-money 
should increasingly be concentrated in the hands of the central 
government. 

As regards policies for the significant future, it therefore mat- 
ters little whether price-level stabilization is conceived as a defini- 
tive reform or as a transition expedient in a long-term program 
pointed toward ultimate stabilization of the quantity of money. 
On either view, the same radical (if not drastic) changes in the 
field of private finance are clearly appropriate. Most of them, 
moreover, are necessary, on other grounds as well, for the preser- 
vation of economic freedom and political democracy. 
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CONCLUSIONS 


The following observations may now be submitted, to define the 
author’s general position and to guard against misinterpretation: 

1. A democratic, free-enterprise system implies, and requires 
for its effective functioning and survival, a stable framework of 
definite rules, laid down in legislation and subject to change only 
gradually and with careful regard for the vested interests of 
participants in the economic game. It is peculiarly essential eco- 
nomically that there should be a minimum of uncertainty for en- 
terprisers and investors as to monetary conditions in the future— 
and, politically, that the plausible expedient of setting up “‘au- 
thorities” instead of rules, with respect to matters of such funda- 
mental importance, be avoided, or accepted only as a very 
temporary arrangement. The most important objective of a 
sound liberal policy, apart from the establishment of highly com- 
petitive conditions in industry and the narrow limitation of po- 
litical control over relative prices, should be that of securing a 
monetary system governed by definite rule. 

2. To assure adequate moral pressure of public opinion against 
legislative (and administrative) tinkering, the monetary rules 
must be definite, simple (at least in principle), and expressive of 
strong, abiding, pervasive, and reasonable popular sentiments. 
They should be designed to permit the fullest and most stable 
employment, to facilitate adjustment to such basic changes (es- 
pecially in technology) as are likely to occur, and, secondarily, to 
minimize inequities as between debtors and creditors; but the 
problems here, while of first importance, should be conceived and 
dealt with mainly as problems of a transition period. Once well 
established and generally accepted as the basis of anticipations, 
any one of many different rules (or sets of rules) would probably 
serve about as well as another. 

3. The responsibility for carrying out the monetary rules 
should be lodged in a federal authority, endowed with large ad- 
ministrative powers but closely controlled in their exercise by a 
sharply defined policy. The powers of the monetary authority 
should have to do primarily or exclusively with fiscal arrange- 
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ments—with the issue and retirement of paper money (open- 
market operations in government securities) and perhaps with 
the relation between government revenues and expenditures; in 
other words, the monetary rules should be implemented entirely 
by, and in turn should largely determine, fiscal policy. 

4. Political control in this sphere should be confined exclusively 
to regulation of the quantity of money and near-money, the 
direction of investment (the allocation of investment funds) being 
left to the control of competition and kept as far as possible out- 
side the influence of political agencies (or central banks). 

5. A liberal program of monetary reform should seek to effect 
an increasingly sharp differentiation between money and private 
obligations and, especially, to minimize the opportunities for the 
creation of effective money-substitutes (whether for use as circu- 
lating media or in hoards) by private corporations. The abolition 
of private deposit-banking is clearly the appropriate first step in 
this direction, and would bring us in sight of the goal; but such a 
measure, to be really effective, must be accompanied, or followed 
closely, by drastic limitation on the formal borrowing-powers of 
all private corporations, and especially upon borrowing at short 
term. 

6. A monetary rule of maintaining the constancy of some price- 
index, preferably an index of prices of competitively produced 
commodities, appears to afford the only promising escape from 
present monetary chaos and uncertainties. A rule calling for out- 
right fixing of the total quantity of money, however, definitely 
merits consideration as a perhaps preferable solution in the more 
distant future. At least, it may provide a point of departure for 
fruitful academic discussion. 
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I 


NE dominant and significant characteristic of the electric 
power and light industry in the United States is the 


marked degree to which the manufacture, transmission, 
and distribution of electrical energy is under holding-company 
control. While much has been written on various aspects of hold- 
ing-company control and its consequences, the origin of the elec- 
tric holding company has been only inadequately treated. The 
present paper attempts partially to fill this gap. It is the belief of 
the present writer that a clear understanding of the economic con- 
ditions under which the holding company came into being does 
much to explain the present state of affairs with regard to these 
companies. It might also be argued, of course, that the origin of 
the electric holding company deserves attention in its own right 
as an important segment of American economic development in 
the twentieth century, particularly in view of the widespread 
adoption and adaptation of this corporate form to almost all lines 
of industry. 

II 


Although prior to 1890 companies had been formed to manu- 
facture and sell electrical equipment, conditions in that industry 
were chaotic until the formation of the Westinghouse Electric and 
Manufacturing Company in 1891, and the General Electric Com- 
pany in 1892." Even these companies, however, soon found it 


* Both of these companies were the successors in reorganization to earlier com- 
panies. The Westinghouse Electric and Manufacturing Company was a merger of 
the Westinghouse Electric Company, the United States Electric Lighting Company, 
and the Consolidated Electric Light Company. The General Electric Company was 
a consolidation of the Edison General Electric Company, the Thompson-Houston 


3r 
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necessary to create a demand for their products. As one writer 
has neatly expressed it: 

There was no market for electric railway motors, because there were no 
electric railways; there was no market for electric arc lights or incandescent 
electric lamps, because there were no electric generating and distributing 
plants; and there was no market for electric power plant equipment, because 
there were no companies or organizations that were planning to build electric 
power plants.? 


The manufacturers of electrical equipment, consequently, found 
it necessary to assist local entrepreneurs, or go without sales. In 
its early form financial assistance consisted in accepting lighting 
companies’ stocks and bonds in partial payment for electrical 
equipment. This still left the problem of realizing on the securities 
in cash. Nevertheless, some progress was made, and in various 
communities over the country electric-light companies were or- 
ganized with the financial assistance of the manufacturers of elec- 


trical equipment. 

By 1902 the number of electric-light and power stations in the 
United States was more than half as many as in 1922.4 But the 
industry presented an entirely different picture. In place of large 
power systems, there existed small independent and unrelated 


Electric Company, and the Thompson-Houston International Electric Company. 
See Supply of Electrical Equipment and Competitive Conditions: Sen. Doc. 46 (7oth 
Cong., 1st sess., pp. 15-23.) 

One of the severe handicaps to the development of the industry was the many 
patent holders. In 1896, the Westinghouse and General Electric companies con- 
tracted for the interchange of their respective patents (Jbid., p. 16). 

2 Control of Power Companies: Sen. Doc. 213 (69th Cong., 2d Sess.), p. 69. 

3 Direct sale of the securities was out of the question in view of the highly specu- 
lative character of the industry. Investors and bankers were definitely not interested 
in the then state of the industry. As a consequence resort was had to the collateral 
trust bond as a means of realizing on the securities in cash. Two companies were 
used for this purpose, viz., the United Electric Securities Company (organized in 
1890) and the Electric Securities Corporation (organized in 1904). Both were sub- 
sidiaries of the General Electric Company and both were relatively successful. The 
former issued no less than 39 separate issues of collateral trust bonds (see Supply of 
Electrical Equipment and Competitive Conditions: Sen. Doc. 46[70th Cong., rst sess.], 
Pp. 129). 

4 In 1902 the number of establishments was 3,620; in 1922, 6,355 (Bureau of the 
Census figures) (quoted in Control of Power Companies: Sen. Doc. 213 [69th Cong. 
ad sess.] p. 128). 
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companies serving a strictly local market.’ Service was poor,‘ and 
rates were high; and customers were constantly complaining. The 
capital structures of these early companies were very rigid, and 


5In 1922, with less than twice as many establishments, the industry produced 
more than 16 times as much energy (ibid.). The following quotations well describe 
the early state of affairs in the electric industry: 

“Electric companies in the small cities began usually as a result of the enterprise 
of local bankers or business men, or as an adjunct of the local street railway, a local 
mill, or other industrial plant. The electric business was new and there were prac- 
tically no experts in technic or its administration. The convenience of the electric 
light sold itself to some householders, and lines were extended to serve them. The 
money necessary for these extensions was advanced by the owners with the idea of 
repaying it out of earnings. As the business grew, it became evident to the owners 
that this business was different from most others. Its growth would never be fin- 
ished; the investment necessary for each dollar of annual gross revenue was very 
many times larger than in merchandising and manufacturing. Consequently mort- 
gages were placed on the properties with as many unissued bonds as the vision of 
the owners could foresee would be needed, but, of course, under a closed mortgage, 
which was the practice of the day.” From a statement by the American Gas and 
Electric Company (reproduced in Utility Corporations: Sen. Doc. 92 [70th Cong., 
1st sess.], XXII, 684). 

“Electric light and power companies started as small enterprises, small in the 
amount of money involved, small in the personnel engaged, in the main small in 
business done. In the beginning the principal support or item of business was the 
State lighting contract. There grew from that increasing business. In the beginning 
usually they were owned by local people in the local community. Capital was raised 
largely locally. But the business developed very rapidly to large size, even within 
the same community The property spread out from one community to an- 

They [the companies] required large sums of money to be invested in 
them. That money could not be obtained in the locality. It was beyond their 
ability to supply the added capital.” Statement of Preston S. Arkwright of the 
Georgia Power Company before the Federal Trade Commission (ibid., XVIII and 
XIX, 92-93). 


6 Concerning the nature of the service the following is interesting: 

“Plant conditions at Steubenville were extremely poor prior to that time [1917]. 
The maximum generating capacity was 1,250 kilowatts made up of two 500 kilowatt 
turbines and two belt-driven units with a combined rating of 250 kilowatts. On 
Saturday nights . . . . then peak load time . . . . the instruments often showed that 
the 500 kilowatt turbines were turning out from 650 to 750 kilowatts per unit. This 
overloading condition finally resulted in the complete destruction of one of the 500 
kilowatt turbines. The voltage at peak load was generally 90 volts (110-115 volts 
normal) and there were frequent interruptions. In order to keep the lights on in the 
business district it was sometimes necessary to kill all of the other circuits, including 
some and often all of the street lighting circuits. Interruptions were also frequent 
during the daytime” (ibid., XXII, 715). 
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made the raising of additional funds very difficult.’ In the larger 
towns there was usually a demand for better and more extended 
service; but to provide additional service more capital was neces- 
sary. The inability of the original company to raise more capital 
often led to the formation of second companies to handle the busi- 
ness. These second companies, however, after a few years of mod- 
erate prosperity, frequently found that they, too, were rapidly 
approaching the same impasse, namely, that it was impossible, 
under the rigid financial plans, unwise charter provisions, rigid 
and restrictive mortgages, poor earnings, etc., to procure capital 
for additions and improvements. As a consequence third com- 
panies were formed, and in Scranton, Pennsylvania, four separate 
and distinct companies were actually in operation in 1905.° 


Ill 


From the standpoint of the manufacturers of electrical equip- 
ment the state of affairs just described was highly disturbing. In 
the first place the securities which they had been forced to accept 
in payment for equipment were in danger of becoming worthless 
because of the poor earnings of the companies. Second, the low 
earning power of the companies made them poor purchasers of 
electrical equipment. Taking the situation in the aggregate, it 
was clear to ali interested parties that matters could not continue 
as they then existed. The public was demanding more and better 
service, the utilities were anxious to buy the needed equipment, 
and the manufacturers like the General Electric Company were 
eager to sell it. The difficulty lay in the inability of the utilities to 
finance their purchases. The General Electric Company has sum- 
marized its position as follows: 

After carefully analyzing the situation, the General Electric Co. reached 
the conclusion that the only permanent and complete solution of the diffi- 


culty was to be found in educating the bankers and the public to the neces- 
sity of there always being fewer creditors and more owners in the public- 


7 Bondholders insisted on closed-mortgage issues; only rarely could additional 
stock be sold to raise capital. 

§ An additional reason for the many independent companies was the fact that 
many of the early companies used direct-current circuits. This confined the area of 
service rather narrowly. 
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service business. It was seen that it was important to impress upon the bank- 
ers the necessity for framing their bond issues more in the public interest, 
avoiding closed mortgages and frequent financing, and of impressing upon the 
companies the imperative need for raising a larger percentage of the needed 
money through the sale of stocks, so as to make the bond money cheaper and 
more readily obtainable and at the same time make the stock safer and more 
salable and thus make the companies themselves better credit risks. It was 
found that many of the smaller companies needed reorganization and that the 
stock or junior money could not be raised for providing service to the smaller 
towns and rural communities except by creating larger units through holding 
companies or merger groups in order to get the mass or collective effect of a 
number of small towns. 

In the then state of business, however, merely pointing the way was not 
effective.? 


For the General Electric Company a solution was found in the 
formation of the Electric Bond and Share Company as a subsidi- 
ary in 1905."° To the Electric Bond and Share Company the Gen- 
eral Electric Company turned over a miscellaneous batch of se- 
curities in return for all the former’s common stock; some pre- 
ferred stock was sold for cash. Only a few of the securities turned 
over were marketable; and one purpose of the Bond and Share 
Company was to devise some means whereby these lighting com- 
pany stocks could be rendered more attractive to the general pub- 
lic. The holding company was the device adopted. 

As developed by the Electric Bond and Share Company, the 
holding company was made to serve several purposes. In the first 
place, the risks inherent in common-stock equities of electric- 
power operating companies were pooled and hence lessened for 
the individual investor. As a consequence the securities of the 
holding company could be sold to investors. But spreading the 
risk was not all that was attempted. The first holding company 

* Control of Power Companies: Sen. Doc. 213 (69th Cong. 2d sess), p. 72. It is 
possible there is some rationalization after the fact in this quotation. 


20 Mr. S. Z. Mitchell was placed in charge of the company; he had had consider- 
able experience and success during the preceding twenty years in organizing and 
developing electric-light companies in the Northwest. It is only recently that he 
retired as active head of the company. 

™ It was believed that if the operating companies were sufficiently scattered 
geographically, diversification in climate, industry, population, etc., would be suffi- 
cient to assure the holding company of a reasonably steady income. 
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formed by the Electric Bond and Share Company was the Ameri- 
can Gas and Electric Company in 1906." Its predecessor, the 
Electric Company of America, had endeavored to apply the insur- 
ance principle of spreading its risks, but it had fared badly." 
Consequently, the Electric Bond and Share Company’s financing 
plan did not end with the formation of the holding company 
(American Gas and Electric) to hold the operating companies’ 
stocks. An integral part of the scheme was to bring greater finan- 
cial stability to the subsidiaries. Usually this required complete 
reorganization and rehabilitation; competing enterprises in the 
same area were consolidated, the physical plants were largely re- 
built, and a new corporation, with a more workable capital struc- 
ture, was established." 


2 Strictly speaking, the whole credit for conceiving the American Gas and Elec- 
tric Company does not belong to the Electric Bond and Share Company or to S. Z. 
Mitchell. R. E. Breed, C. A. Coffin (then president of the General Electric), S. Z. 
Mitchell, and Henry L. Doherty were probably jointly responsible. In the early 
days Doherty was president and in charge of technical organization and manage- 
ment, Mitchell was the banker, and Breed was in charge of public relations (see 
Control of Power Companies: Sen. Doc. 213 [69th Cong., 2d sess.], p. 209). 

Henry L. Doherty severed connections with the American Gas and Electric 
Company in 1912 after an unsuccessful attempt to prevent the extension of the 
voting trust in the common stock for another five-year period (see Commercial and 
Financial Chronicle, XCIV, 829). All the common stock of the American Gas and 
Electric Company was in a voting trust until March 1, 1917. 

"3 The Electric Company of America was organized in 1899 to control and operate 
various electric power and light companies. At the time it was taken over by the 
American Gas and Electric Company it owned the stock of fifteen electric lighting 
companies scattered over New York, New Jersey, Pennsylvania, Indiana, and Ohio. 
(See Commercial and Financial Chronicle, LX XXIII, 439.) The Electric Company 
of America was modeled after the successful United Gas and Improvement Com- 
pany in the gas field. Some of the same interests were responsible for its organiza- 
tion, in fact (Supply of Electrical Equipment and Competitive Conditions: Sen. Doc. 
46 [7oth Cong., 1st sess.], p. 168). 

*4 All of the foregoing of course took time. In the case of the American Gas and 
Electric Company the process was still going on four years after its formation. But 
the same process is discernible in each of the regions where it had subsidiaries. In 
each instance the aim was to build up a single operating company whose earnings, 
volume of business, and area of operations were large enough to gain prestige and 
to enable it to market its own securities directly to the investing public. Planning 
the financial structure of these new operating companies was a significant part of 
the whole scheme. In general, from 50 to 60 per cent of the capital was represented 
by open-end mortgage bonds and debentures (the earlier restrictive mortgage bonds 
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The holding company, through ownership of a majority of the 
common stock of the operating companies, was in a position to 
exercise strict control over their management policies. It has been 
claimed by Bond and Share officials that investors demanded the 
assurance that the operating companies would be provided with 
efficient engineering and management service." Be that as it may, 
American Gas and Electric itself had everything to gain from 
efficient and economical management of its operating companies. 
As a consequence it undertook to provide this service from its own 
personnel. Here we see the beginnings of the now familiar hold- 
ing-company service contracts.” 

The holding-company plan as developed by the Electric Bond 
and Share Company, therefore, really embraced three important 
features: (1) to select subsidiaries on the insurance principle of 
spreading the risk geographically; (2) to develop a physically effi- 
cient and financially strong company in each region; (3) to assure 
efficient management of the companies by holding-company su- 
pervision and control. By following these principles the Electric 
Bond and Share Company has developed no less than five large 
holding companies, viz., American Gas and Electric Company 
(1906), American Power and Light Company (1909), National 
Power and Light Company (1921), Electric Power and Light 


were retired whenever possible) and the remainder was about equally divided be- 
tween common and preferred stock. Almost invariably the holding company took 
all the common stock. For details in regard to the American Gas and Electric sub- 
sidiaries see Commercial and Financial Chronicle, LXXXVI, 223, 808, 1406, and 549. 


8 Control of Power Companies: Sen. Doc. 213 (69th Cong., 2d sess.), p. 74. 

*6 While the Electric Bond and Share Company was not the first organization to 
provide professional management and engineering service to operating public utili- 
ties, it was, so far as the present writer has been able to discover, the first company 
to supply such service to its controlled subsidiaries. The idea was shortly taken up 
by other organizations. 

Stone and Webster, Incorporated, dates back to the partnership of Stone and 
Webster in 1889. Gradually, however, the firm expanded its activities from pure 
engineering to include construction, management, and investment banking service 
to operating public utilities. Only in 1925 did it organize a holding company (En- 
gineers Public Service Company) in which to vest control of certain of its client 
companies. The purpose here was to protect itself from the loss of client companies 
which were in danger of being bought up by rival organizations (Control of Power 
Companies, pp. 177-87). 
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Corporation (1925), and American and Foreign Power Company, 
Incorporated (1923).'7 Together the subsidiaries of these hold- 
ing companies generated more than 14 per cent of the national 
total in 1929." 

Another large holding company, the Standard Gas and Electric 
Company, owes its organization to H. M. Byllesby and Company, 
a firm of engineers, utility managers, and investment bankers."® 
Between 1904 and 1910 H. M. Byllesby and Company had ac- 
quired several baskets of securities which it turned over to the 
Standard Gas and Electric Company (upon the latter’s organiza- 
tion in 1910) in return for all of its then issued securities. Addi- 
tions and extensions followed at different intervals until at De- 
cember 31, 1929, total assets of the Standard Gas and Electric 
Company and subsidiaries were valued at $1,090,992,598.32.” 
In 1919 H. M. Byllesby and Company turned over to Standard 
Gas and Electric the construction, engineering, and management 
supervision business which the former had developed. This busi- 
ness organization was incorporated as the Byllesby Engineering 
and Management Corporation, a subsidiary of the Standard Gas 
and Electric Company. As a consequence there now exists the 


peculiar arrangement that Standard Gas and Electric, the top 
company, has no employees and no pay-roll; it is managed and 


11 The dates given in parentheses are those of the organization of the present 
companies. Two of them are successors in reorganization of earlier companies (ibid., 
Pp. 69-134). 

*8 This 14 per cent does not include the subsidiaries of the American and Foreign 
Power Company, Incorporated, which are all outside the Continental United States. 


9 The firm of H. M. Byllesby and Company, Incorporated, was organized in 
1904 in New Jersey; subsequently, in 1914, it was incorporated in Delaware. It 
carried on the business of investment banking, engineering, and utility manage- 
ment. 

2° Specifically, $1,100,000 in 6 per cent convertible bonds, $1,925,000 in pre- 
ferred stock, and $5,000,000 in common stock (see Utility Corporations: Sen. Doc. 
92 [7oth Cong., rst sess.], XXXVI, 296-97). Byllesby and Company shortly 
thereafter sold all the bonds, $925,000 preferred stock, and $2,000,000 in common 
stock, to investment bankers for $1,350,000 in cash plus accrued interest on the 
bonds (ibid., p. 299). 

* Ibid., p. 278. 
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run by its subsidiary, the Byllesby Engineering and Management 
Corporation. As the Federal Trade Commission examiner has 
neatly stated: 


The inevitable conclusion . . . . is that at all times from the date of its or- 
ganization until January 7, 1930, the mind and will of Standard Gas & Elec- 
tric Co. have not been independent of but have been identical with the mind 
and will of H. M. Byllesby & Co.” 


The Cities Service Company owes its existence to Henry L. 
Doherty, who began his career as an engineer but who early 
turned to the banking and management aspects of public utili- 
ties.*7 He organized the Doherty Operating Company in 1906, 
and the Doherty Securities Company in 1909.74 How much busi- 
ness these corporations did prior to the organization of the Cities 
Service Company in 1gr1o is uncertain. In any case, Henry L. 
Doherty and Company organized the Cities Service Company in 
1910 as a holding company to acquire the securities of “electric 
light and power, natural and artificial gas, steam heating, water, 
electric street and interurban railway and kindred corporations.’ 
The Cities Service Company has since grown to be one of the 


largest public utility holding companies in the United States 
under the sponsorship of the banking firm of Henry L. Doherty 


2 Ibid., p. 295. The examiner continues: ‘That is, when having, as officers and/ 
or directors of H. M. Byllesby & Co., formulated a business proposition of that 
company to Standard Gas & Electric Co. and found it mutually advantageous to 
the two companies, these individuals came a few minutes later to consider the same 
proposition, as officers and/or directors of Standard, it is not likely they would find 
themselves doubtful as to the proposition’s advantage to Standard. They did not 
bring different minds, different points of view, different understandings to bear on 
the subject; and the results of their votes and actions as officers and/or directors 
of Standard Gas & Electric Co., they having already passed upon the subject as 
officers and/or directors of H. M. Byllesby & Co., were foregone conclusions—were 
predetermined” (ibid.). 

*3 Doherty was chief engineer of the Columbia Gas Company in 1896. After ex- 
perience as engineer or manager of public utilities in various places, he organized 
the firm of Henry L. Doherty and Company, bunkers (Control of Power Companies, 
P. 204). 

74 Poor’s and Moody’s Manual Consolidated (Public Utilities, 1922), p. 69. 


%s Ibid., p. 2130. 
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and Company.” Thus the Cities Service Company has followed 
the same pattern as the Standard Gas and Electric Company; a 
banking and management company found its own best interests 
served by the development of a large and growing holding com- 
pany; the banking department sells the securities, the construc- 
tion department builds the plants, and upon their completion the 
management company supervises their operation. 

Similarly, the General Gas and Electric Company was organ- 
ized by W. S. Barstow in 1912. Some short time previously he had 
organized the W. S. Barstow Management Association. Here 
again a management company sought to assure steady business 
for itself by purchasing control of operating companies which 
then became its clients.” Other early holding companies trace 
their origin to investment banking firms.”* 

Within the limits of the present paper it is obviously impossible 
to explain the precise circumstances attending the organization of 
every public utility holding company formed prior to 1914. Fur- 
thermore, the task would be of doubtful utility. Table I, how- 
ever, lists the important holding companies formed up to the end 
of 1914, with brief comments concerning their origin.?? This sum- 


46 As of December 31, 1931, Cities Service had total assets in excess of $1,300,000,- 
000, and gross earnings in 1931 totaled over $177,000,000; these figures are for the 
parent-company and subsidiaries (Utility Corporations, LIII, 1 and 2). Cities Serv- 
ice, of course, has large interests in the petroleum industry in addition to power, 
light, and gas properties. 


27 See Control of Power Companies, p. 210. 


28 The American Light and Traction Company, for instance, which was organized 
in 1901 by the investment banking house of Emerson McMillin and Company (see 
Supply of Electrical Equipment and Competitive Conditions: Sen. Doc. 46[7oth Cong., 
1st sess.], p. 168). 


#9 Historically the companies described above and in Table I were preceded by 
the United Gas Improvement Company, which has sometimes been called the earli- 
est holding company of the modern type; the roots of the United Gas Improvement 
Company (the present company) go back to 1870 when the Union Contract Com- 
pany was granted a very broad franchise by the Pennsylvania legislature (see 
Utility Corporations, LI, 426). This broad franchise of the Union Contract Com- 
pany has come down to the present United Gas Improvement Company by sev- 
eral corporate steps which need not concern us here (see ibid., pp. 427-29). The 
company, however, has from the very first been chiefly interested in gas rather than 
electric properties. As late as 1924 the United Gas Improvement Company con- 
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TABLE I 


EARLY HOLDING COMPANIES IN THE UTILITY FIELD, 1890-1915 








Name of Company 


Piace and 
Date of 
Incorporation 


Comment 





North American Co 


Electric Co. of America. 
Public Service Corp. of 
New Jersey 


Electric Bond & Share 
Co 


Associated Gas & Elec- 
tric Co 


Columbia Gas & Electric 


American Light & Trac- 
tion Co 


Cities Service Co 


— Light & Traction 


Commonwealth Power, 
Ry. & Light Co 


N.J., 1890 


One of the first of all holding companies. 
After holding railway securities company 
shifted its interest to traction and gas 
properties. Since 1920 company has been 
closely associated with, but not controlled 
by, General Electric and Electric Bond & 
Share interests. See Control of Power 
Companies, p. 238. For brief history of the 
company see Commercial and Financial 
Chronicle: Public Utility Compendium, 
April 30, 1931, p. 100. 





Disappeared in 1906 into the American Gas 
& Electric Co. 








Treated above in text. 





. has con- 


J. G. White Management Co 
Moody's 


trolled since its organization. 
Public Utility Compendium (1917), p. 1754; 
also Utility Corporations, Vol. XLV. Com- 
pany’s greatest growth has come since 
1923. 





Originally a holding company for natural- 
gas companies. Utility Corporations, 
XLVII, 68s ff. 





Treated above in text. 





Emerson, McMillin & Co., bankers, were re- 
sponsible for its organization. Now con- 
trolled by the United Light & Power Co. 
(of Maryland). 





Del., 1910 


Treated above in text. 





N.Y., 1910 


Now part of Cities Service Co. 








Me., 1910 





Organized by Hodenpyl, Hardy & Co., 
bankers. See Control of Power Companies, 
pp. 198-203. 
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TABLE I (Continued) 








Name of Company 


Place and 
Date of 
Incorporation 


Comment 





Republic Ry. & Light Co. 


General Gas & Electric 


Central States Electric 
Corp 
Western United Corp .. 


NJ., 


IgIt 


Judging from the directorate in 1917, the 

-_ ny was dominated by Electric Bond 

re and General Electric interests. 

See Moody's Public Utility Manual (1917), 
p. 1585. 





Me., 1912 


W. S. Barstow & Co. organized it. See Con- 
trol of Power Companies, pp. 210-16. 





Ill., 1911 
Del., 1912 


Va., 1912 
IIL, 1913 


United States Public 
Del., 


Del., 


1913 
The Nevada-California 


Electric Corp 1914 


Mass., 





Grew out of the banking firm of Chace & 
Harriman (Inc.). See Utility Corporations, 
XXXI and XXXII, 827 ff. 


Seems to have been closely affiliated with the 
engineering firm of Sanderson & Porter. 
Much of its interests in water companies. 


Name changed in 1922 to Utilities Power & 
Light Corp. 


The New England Co... 1914 





American Water Works & 


Electric Co Va., 1914 





Utilities Development 


Va., 1915 











mary type of presentation is believed sufficient for the present 
purpose. 

Table I and the foregoing sketch of some of the early holding 
companies would seem to indicate that they arose out of condi- 
tions peculiar to the electric industry in a particular period. On 
the one hand, the difficulties in financing the purchase of electrical 
equipment, the technical problems of plant construction and 
operation, the pressing need for more intelligent management of 


trolled only four electric power companies (see Control of Power Companies, p. 235). 
Although its chief interests were long in gas properties, it is highly probable that the 
United Gas Improvement Company served as an early model for some electric hold- 
ing companies. The old Electric Company of America (organized in 1899) is said 
to have been patterned after it and there have probably been others. 
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the operating companies, the great difficulty of raising additional 
capital for expansion purposes, the poor investment rating of 
operating companies’ securities already issued, and, in general, 
the urgent necessity to create better conditions in all aspects of 
the industry, all these, and perhaps others, were problems which 
small, isolated, and financially weak, operating companies seemed 
unable to solve without outside assistance. On the other hand, 
manufacturers of electrical equipment, engineering firms, con- 
struction firms, and investment banking houses, saw in the hold- 
ing company a useful and effective instrument for the continu- 
ance, extension, and more profitable conduct of their own busi- 
ness interests. While one hesitates to use the term, it is not in- 
accurate, in many ways, to say that the holding company form 
was a “natural” development in view of the existing conditions: 
that is to say, it was a device which seemed to offer a workable 
solution to problems which were very pressing at the time. 

The holding companies listed in Table I grew rapidly in the 
years following 1914. Transmission and distribution lines were 
extended over wider areas, while utility properties in regions con- 
tiguous to existing holdings were acquired whenever possible; in 
addition, of course, holding companies acquired, from time to 
time, subsidiaries in entirely new regions. That is to say, the in- 
creasing size of the holding companies came from two sources: 
first, the gradual growth of already acquired subsidiaries; second, 
the acquisition of new subsidiaries.*° To trace here the growth 
and development of each of the foregoing companies would take 
us outside our main concern. This growth, however, is briefly in- 
dicated in Table II, which shows the gross-earnings figures of 
most of the companies in Table I at five-year intervals between 
1910 and 1925. 

3° The history of most holding companies suggests that no very rigid principles 
were followed in acquiring subsidiaries. The Electric Bond and Share officials appar- 
ently aimed at wide geographical distribution of subsidiaries for their holding com- 
panies. Most of their controlled properties are rural rather than urban, although 
this may have been purely accidental. Most holding companies, however, seem to 
have followed what might be termed an opportunist policy; that is to say, they ac- 
quired properties whenever the profit possibilities seemed sufficiently attractive. 
Thus most holding companies’ history alternates between periods of rapid acquisi- 
tion of properties and periods of slow development. 





44 


NORMAN S. BUCHANAN 


The great majority of the foregoing companies would seem to 
have justified their economic existence. They have been finan- 
cially profitable, and, with some exceptions and certain limita- 
tions, their growth and expansion has probably been in the best 
interests of all concerned. 


TABLE II 
GROWTH OF EARLY HOLDING COMPANIES AS INDICATED BY 


EARNINGS 


(GROSS) 








Name of Company 


TQIS 


1920 


1925 





United Gas Improv. Co.... 
The North American Co... . 
P.S.Corp. of New Jersey... . 
Electric Bond & Share Co.: 
American Gas & Electric 


Columbia Gas & Electric Co. 

Cities Service Co 

Standard Gas & Electric Co. 

Federal Light & Traction Co. 

American Light & Traction 
Co 

Commonwealth Power, Ry. 
& Light Co 

Republic Ry. & Light Co... 

General Gas & Electric Co. 

United States P.S. Co 

The Nevada-Calif. El. Corp. 

New England Co. (now New 
England Power Assoc.).. . 

American Water Works & 
Electric Co 





10,953,416" 


2,682 ,602* 
2,358,081* 
167,045* 


124,594 


3,832,552 





9,071,390 


40,328,175* 


4,539,168* 


10,344, 895*T 
648, 616* 
8,044, 532* 
22,656,079* 
1,618 , 467 
2,352,015* 


5,178,387 


3,238,777* 
3,121, 297° 


692 ,997* 
1,554,780 


1,489,453* 


4,173, 256* 





7,128,773 
39,611, 162* 


74,696, 494* 


15,350, 198* 


21,715,092* 
1,3460,554* 
14,616,742° 
118, 259, 500° 
3,153,689 
4,606,421* 


3,560,278 
31, 285,981* 
8,420, 387* 
11,364, 566* 
1,579,420* 
3,080,131 
5,956,444* 


1,464,597 





9,955,285 
93 ,028,967* 
94,715,925* 


49,494,481 
50,519,120* 
18 688, 596* 
33,483,559° 
127,107, 864* 
7,270,116 
5,888, 708° 


7,764,233 


11,314,524 
20,982, 563° 
4,874,442 
7,866, 801* 


41 ,055,906° 





* Indicates gross earnings of subsidiaries from all scurces. 


t For 1916. 


The financial success of the early holding companies is probably 
to be explained on several grounds. In the first place, they had a 
fairly wide choice in the selection of their subsidiaries; as a conse- 
quence they chose the strongest and most promising properties 
for their organization. Second, at the time they were organized 
there was a great need for the kind of help and service which a 
holding company could provide; financial, engineering, and man- 
agement services were frequently, perhaps usually, advantageous 
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to both the holding and the operating companies. Finally, the 
early holding companies took shape when the electric-power in- 
dustry was in its infancy; as a consequence they shared largely in 
the growth, expansion, and increasing prosperity of the industry. 


IV 


The period 1920-30 was one of great expansion in the electric- 
power industry.* In this period total expenditures for plant 
and equipment in the industry were slightly less than seven bil- 
lion dollars; while in terms of kilowatt-hours generated and dis- 
tributed to consumers there was an increase of more than 130 per 
cent. It is not surprising, therefore, that the period saw a great 
expansion of already established holding companies and the cre- 
ation of many new holding companies. In Table III are listed 
those holding companies in the electric industry, created between 
1923 and 1929, whose subsidiaries had gross earnings in excess of 
four million dollars in 1929.*3 Furthermore, only those holding 
companies are included which constitute the top company in an 
independent pyramid.*4 

As Table III shows, a large number of public utility holding 
companies were chartered between 1923 and 1929. In view of all 
the circumstances, this is perhaps not surprising. In the first place, 
the earlier formed holding companies had met with considerable 
financial success. What some had done it was natural that others 
should try. Second, for one reason and another, the bonds, pre- 
ferred stocks, and common stocks of public utility holding and 


# The growth of the electric-power industry is briefly indicated by the follow- 
ing figures showing the production of electric energy in millions of kilowatt-hours: 


Source: Statistical Abstract of the United States (1932), p. 343. 
3 See Table II for instance. 
33 Those whose subsidiaries had gross earnings of less than $4,000,000 were con- 
sidered to be of such minor importance that they could safely be omitted. 
34 That is, subholding companies and sub-subholding companies are not included ; 
there must be literally hundreds of these. 
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TABLE III 
PUBLIC UTILITY HOLDING COMPANIES ORGANIZED, 1923-29 








Company and State of Incorporation 


Gross Earn- 
ings, 1929 


Comment 








American Superpower Corp. 
Del 


United Light & Power Co. (Md.) 


Iowa Southern Utilities Co. 
Del. 


( 
Central Public Service Corp. 
(Md.) 


International Utilities Corp. 


d. 
North American Light & Power 
Co. (Del.) 


Southeastern Power & Light 
Co. (Me.) 


Central States Power & Light 
Corp. (Del.) 


General Power & Light Co. 
(Del.) 


Community Water Service Co. 


Del. 

Atlantic Public Utilities, Inc. 
(Del.) 

Engineers Public Service Co. 
Del 


Mohawk Hudson Power Corp. 
(N.Y.) 

Buffalo, Niagara & Eastern 
Power Corp. (N.Y.) 


Northeastern Power Corp. (Md.) 


Lone Star Gas Corp. (Del.) 
New England Power Assoc. 
(Mass.) 


Great Lakes Utilities Corp. 
(Del.) 

Western Massachusetts Com- 
panies (Mass.) 

General Water Works & Elec- 
tric Corp. (Del.) 


$50,435,223 
96, 200, 648 
4,080,314 


19,699, 364 


10,654,872* 


46,131,765 


7,496, 109 
7, 860,092T 
17,091,490 


39,114,656) 
36,951,937) 


18, 301 ,029 
38,196,784 


4,311,830 
9, 260, 527 


7,500,001 








Holding-company earnings 
only. 
Successor to an earlier com- 


pany. 


Controlled by Central Public 
Service Ce., which was 
organized 1925. 


Controlled jointly by Middle 
West Utilities Co. and 
North American Co. 

Became part of Common- 
wealth & Southern Corp. 
in 1930. 

Now controlled by Central 
States Utilities Corp. 


Company in receivership in 


1930. 
Controlled by Stone & Web- 
ster. 
Both these companies now 
controlled by the Niagara- 
Hudson Corp. 


Organized by F. L. Carlisle 
interests. The company 
was liquidated in 1931. 


Voluntary association now 
controlled by the Interna- 
tional Hydro-Electric sys- 
tem. 


Controlled by American Eq- 
uities Co. Managed by 
General Management 
Corp. 
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TABLE I1]—Continued 








Gross Earn- 


. Comment 
ings, 1929 


Company and State of Incorporation 





a Electric Power Corp.|$13,952, 208 

American Water Works & Elec-| 54,119,004 | Successor to an earlier com- 
tric Corp. (Del.) pany. 

Columbia Gas & Electric Corp.| 69,521,783 | Successor to an earlier com- 
(Del.) pany of the same name. 

American Commonwealths Pow-} 25,953,046 
er Corp. (Del.) 

Central States Utilities Corp.) 4,139,131 
(Del.) 


Eastern Utilities Associates 9,352,608 | Some of the subsidiaries 
(Mass.) managed by Stone & 
Webster. 
The Saxet Co. (Del.) 4,311,830 
Midland United Co. (Del.) 44,336,201 | Organized by a group of 
holding companies includ- 
ing Middle West Utilities 
Co. and United Gas Im- 
provement Co. 
Pacific Public Service Co. (Del.)| 5,452,558 | Controlled by Standard Oil 
of California. 


Tri-Utilities Corp. (Del.) 36,661,345 Cmpeny now in financial 
ifficulties. 

Niagara Hudson Power Corp.| 79,722,803 | A new top company in an al- 
N.Y i 


; ready existing group. 
— Public Service Corp.| 6,269,835 


(Del. 
Commonwealth & Southern/147,370,482 | Successor company to South- 
Corp. (Del.) eastern Power & Light Co. 
and others. 
United States Electric Power The top ny in the 
Corp. (Md.) Standard Gas & Electric 
Co. group. 














operating companies were in high favor among investors.*' It is 
not surprising, therefore, that investment banking houses en- 
deavored to satisfy this demand by the formation of numerous 


3s Some of the early holding companies had declared large stock dividends. For 
example, American Gas and Electric Company: at the end of 1922 the company 
declared a 25 per cent stock dividend and exchanged the then common stock shares 
(par $50) for no par value common shares in the ratio of five for one. The no par 
value common shares have received 25 cents per share quarterly from July, 1923, 
to the present time (1935), which is equivalent to a 10 per cent annual rate on the 
original shares. But a calculation by the writer indicates that a person who owned 
100 shares of American Gas and Electric Company common stock in July, 1923, 
would have possessed in July, 1929, slightly more than 380 shares of the same stock 
as a result of stock dividends in the interval. 
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holding companies. For, besides the underwriting and sales com- 
missions, there was always the possibility of speculative profits in 
the common stock. Finally, there were not a few independent 
operating properties which, for one reason or another, the earlier- 
formed holding companies had not acquired. 

Unfortunately, however, many of these latter-day holding com- 
panies possessed the form but lacked the substance of the public 
utility holding company idea. By 1925, the most desirable oper- 
ating companies, from the financial and economic standpoint, 
were already under holding-company control; the newly formed 
holding companies were forced to take what was left. Competi- 
tion among the holding companies for properties, moreover, was 
extremely keen, with the result that high prices had to be paid for 
them.** Commenting on the state of affairs in 1928, a government 
investigator said: 

Speculation is rife and the prices paid for the stocks of operating com- 
panies often do not coincide with book equities, nor do they necessarily bear 
any reasonable relationship to the past earning capacities of the operating 
companies.’ 


In November, 1933, a Federal Trade Commission examiner in 


commenting on the cause of the failure of the Middle West Util- 
ities Company wrote: 


The Stock-market crash of 1929 and the ensuing depression no doubt had 
something to do with the collapse of Middle West, but was not a major fac- 


36 The sharp competition for the control of independent power plants was, of 
course, not confined wholly to the newly formed holding companies. But, in general, 
the older companies were shrewder bargainers, and were more adequately financed; 
and, on the whole, they did not buy so rashly, but confined their acquisitions to 
properties which could be easily interconnected with their existing subsidiaries. 


37 Supply of Electrical Equipment and Competitive Conditions: Sen. Doc. 46 (7oth 
Cong., 1st sess.), p. 216. In 1926, the president of the Hartford Electric Light Com- 
pany (a large independent company) was quoted as follows: “I know of no more 
reprehensible abuse than for speculators to buy up companies for high prices, put 
them into a holding company, and then by trading on the credulity of the investing 
public relative to claimed increases in economy to unload the holding company’s 
securities at advanced prices, and thus get completely out from under before the 
bubble is punctured, leaving the unfortunate final investor to face an angry con- 
sumer” (quoted in ibid., pp. 217-18). 
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tor. The market crash simply precipitated and brought to a head a situation 
which, if not corrected, sooner or later would have caused the collapse. 

Mismanagement, especially in the payment of excessive prices for con- 
trolling interests of established holding companies and properties of operat- 
ing companies, and financial policies employing unsound accounting practices 
were undoubtedly the major causes of the collapse.%* 


The very high prices paid for the control of operating subsidiaries 
made it extremely difficult to earn even a moderate return upon 
the money invested; that is to say, competitive bidding for a re- 
stricted supply of operating companies forced their prices beyond 
their worth in terms of earning power. The consequence was that 
the holding companies at times found it necessary to resort to cer- 
tain reprehensible practices in order to maintain themselves.*® 
Apart from the financial strain imposed on the new holding 
companies (and some older ones besides) by the high prices paid 
for their subsidiaries, there was less economic justification for 
their existence. By 1925 the broad principles of utility operation 
and management were well understood. In fact, there is consider- 


38 Utility Corporations: Sen. Doc. 92 (7oth Cong., 1st sess.), LIX, 253. The ex- 
aminer continues (p. 254): “Most certainly the controlling interest in National 
Electric Power Co. and National Public Service Corp. were not worth the price at 
which they were acquired 

“A study of the Commonwealth Light & Power Co. and its subsidiary holding 
company, Inland Power & Light Corporation, and of United Public Service Co., and 
its subsidiaries, detailed in this report, furnishes further proof of the statement that 
prices in excess of the real values were paid in acquiring control.” 

39 The high prices paid for operating companies have undoubtedly been a con- 
tributory cause of such abuses as excessive fees and service charges, revaluation of 
property with resulting book profits, sales of securities and properties between sub- 
sidiaries at a supposed profit, excessive interest charges on loans to subsidiaries, and, 
ultimately, the payment of dividends out of capital. 

E.g., the Central Public Service Corporation (organized in 1923; see Table IIT) 
had a deficit in its earned surplus account at the end of 1929, after the payment of 
dividends, of $487,047.34. This deficit had increased to $8,762,262.57 by the end 
of 1931. This deficit existed, moreover, despite the fact that the Central Public 
Service Corporation had carried the undistributed earnings of its subsidiaries to its 
income and surplus accounts. At the same time (1931), however, the company was 
bombarding investors with such advertising as “How You Can Invest with Safety 
at 7 Per cent”; “Good Yield—Maximum Safety” (see Utility Corporations: Sen. 
Doc. 92 [7oth Cong., rst sess.], LXTII, 212-13. 

All the aforementioned abuses cannot, of course, be traced to the payment of 
excessive prices for operating properties; but it can scarcely be denied that this has 
been a most important factor. 
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able doubt if holding-company management and control offered 
net advantages commensurate with its costs,‘° especially in some 
companies. In the matter of raising additional capital, conditions 
had changed greatly between 1905 and 1925. By the latter year 
the electric-power industry had so developed that any soundly 
managed operating company with established earning power had 
no difficulty in raising additional capital for legitimate purposes. 
For the technical problems of engineering design and plant con- 
struction there were a number of companies which the independ- 
ent operating company could hire. In these and other directions 
the holding company by 1925 had much less to offer from an 
economic standpoint. 

Perhaps the primary reason for the organization of so many 
holding companies in the twenties was the desire for banking 
profits. The possibilities of giant power schemes, and the electric- 
power industry in general, were receiving widespread favorable 
attention, the earlier holding companies had been financially suc- 
cessful, and, finally, a general state of business prosperity meant 
large sums available for investment. All things considered, it was 
a situation fraught with profit possibilities for the investment 
banker. The result was the creation of many heavily capitalized 
holding companies. How economically unwarranted were many of 
these later holding companies the ensuing depression has demon- 
strated only too well. Many have disappeared altogether; some 
have been absorbed by the older groups; while for the remain- 
der their financial situation has become increasingly difficult.” 


4° In some cases, at least, the holding company seems to have done little and 
charged much; e.g., the now extinct Foshay Company, certain of the Insull com- 
panies, and others. For certain interesting sidelights on the nature of the services 
and the charges therefor in the Associated Gas and Electric Company group see 
New York State Public Service Commission Reports, cases 7413, 6355, 7095, 7371 
(decided June 14, 1932). 

# It is not to be inferred, of course, that all the older holding companies have 
escaped the financial strain of the depression period; but merely that, on a relative 
basis, they have been in a less precarious situation. It is impossible here to present 
a full explanation of why this has been the case; in general, however, apart from 
the reasons already adduced above, the older companies avoided the extremer forms 
of trading on a thin equity and of overcapitalization. Thus, declining subsidiary 
earnings in the older companies has meant passing their common and preferred 
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The losses for investors in certain instances have been very 
large.*? 

Although many holding companies were organized between 
1923 and 1929, they now occupy a relatively unimportant posi- 
tion in the industry. This is clearly shown in Table IV, which 
indicates the relative importance of various holding companies 
on the basis of their gross electric revenues in 1930. Of twenty- 
five holding companies which made up 77 per cent of the total 
electric revenue in 1930, only two were organized as late as 1923." 


V 


The general conclusions of this short study may be briefly sum- 
marized. The earliest holding companies had their origin in the 
peculiar conditions in the electric industry around the beginning 
of the century. The operating companies had serious financial, 
management, and technica! problems which it was difficult or 
impossible for them to solve unaided. At that time a holding 
company with important engineering and banking affiliations 
could be of considerable assistance. Many of the early holding 
companies, in fact, trace their origin to some banking or engineer- 
ing firm which, for various reasons, had become financially inter- 
ested in certain operating companies; one of the earliest and most 
important holding companies was organized in self-defense by a 
manufacturer of electrical equipment. But whatever the precise 
reasons for their individual existence, the early holding company 


stock dividends, while in the newer holding companies it has meant the inability 
to meet even bond interest; thus, receiverships and reorganizations, and even 
dissolutions have resulted. To this general statement, of course, there are several 
important exceptions. 

# Notably, of course, Middle West Utilities. In this company accountants for 
the receivers after an audit for the year ended December 31, 1932, provided reserves 
for possible losses of $138,008,658.20. These estimated losses were largely in three 
items as follows: 


Possible loss on investments 
Investments in bankruptcy....... 
Common stock investments in companies in 
receivership 30,971 447.55 


See Utility Corporations: Sen. Doc. 92 (7oth Cong., rst sess.), LIX, 250. 
43 Specifically, the United Light and Power Company and the Central Public 
Service Corporation. 

































































TABLE IV* 
THE RELATIVE SIZE OF ELECTRIC GROUPS ON THE BASIS 
OF EARNINGS, 1930 
isi aa Canine Gross Electric Percentage 
P — Revenue of Total 
Electric Bond & Share Group: 
American Gas & Electric Co.................. $ 67,482,046 3-4 
American Power & Light Co.................. 74,118,924 3-7 
Electric Power & Light Corp.................. 41, 281,345 2.1 
National Power & Light Co................... 62,234,020 3.1 
Total Electric Bond & Share group........ $245 ,116,335 12.3 
Insull group: 
Commonwealth Edison Co.................... $ 84,004,438 4.2 
Public Ser vice Co. of Northern Illinois.......... 27 ,030, 286 1.4 
Middle West Utilities Co..................... 109,928, 166 5.5 
I Sa cwianeexsccksoesewacbed 23,653,956 1.2 
OUR GE TINE GIGI. onc vvccivcwcsscsienes $244 ,616,846 12.3 
Consolidated Gas Co. of New York.............. $ 178,518,672 8.9 
Commonwealth & Southern Corp................ 104,096,610 5.2 
ys errr 08,574,767 4.9 
Standard Gas & Electric Co.............ccscc00. 96, 222,480 4.8 
United Gas Improvement Co................... 79,838,778 4.0 
Public Service Corp. of New Jersey ........... 67,309,352 3-4 
Niagara-Hudson Power Corp.................... 67,147,504 3.3 
Associated Gas & Electric Co................... 63,921,577 3.2 
ree 42,055,343 2.1 
Utilities Power & Light Corp.................... 39,344,005 2.0 
Ae iitacnithaescanak wena 40,747,628 2.0 
ND. vc vcacatveseeccnsonas 37,511,271 1.9 
Weow Megrend Power AGs0C... . .... 6. cscs ccccccces 29,925,328 1.5 
American Water Works & Electric Co............ 30,413, 006T 1.5 
Columbia Gas & Electric Co.................... 27,245,145 1.4 
North American Light & Power Co.............. 25,158,608 1.3 
COMMGRAE Dene SORTED CORED... onc cc cccvicecccvecs 21,600, 000f 1.0 
Total large holding companies and groups..... $1 530,423,435 77.0 
Large independent companies: 
Pacific Gas & Electric Co... ..........cccecces 56,427,269 2.8 
nn sn ccectcpecsveviesens 50,538,889 2.5 
Southern California Edison Co................ 40,355,905 2.0 
Edison Illuminating Co. of Boston............. 30,617,180 1.6 
a as wn ahi a 25,982,982 1.3 
Consolidated Gas, Electric & Power Co., Balti- 
0 BR ee a ee ee 18, 370,668 .9 
Total large independents.................. $ 222,292,893 II.1 
Miscellaneous small holding and independent com- 
panies and municipalities................... 238, 283 ,672 11.9 
Total estimated electric revenue, 1930...... $2,000, 000,000 100.0 
* Reproduced with some slight rearrangement from Holding Company Control of Licensees of the Federal 
Power Commission (Washington: Government Printing Office, 1932), p. 17. 
t Estimated. 
t Independent company but associated with North American Co. 
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filled an economic need. And the arrangement was probably al- 
most equally beneficial to the holding company, the operating 
company, and the general public. The foregoing would apply to 
most of the holding companies organized up to, say, 1914. 

During the war period several holding companies were formed, 
modeled on the same general lines as the earlier companies. With 
minor exceptions these companies also answered a real need, and 
they reaped the reward of financial success. 

The many holding companies which came into existence after 
1922 were almost exclusively the product of the investment bank- 
ers and the speculative fever of the times. These later companies 
had a pattern at least superficially similar to the earlier com- 
panies; and it was no doubt the aim and hope of the bankers that 
they would duplicate the financial success of the early companies. 
But conditions had changed notably in several important re- 
spects: the number of desirable properties available was scarce 
and became scarcer during the period; high, even exorbitant, 
prices had to be paid for them; and, finally, on economic grounds, 
the holding-company device had much less to commend it than 
in the earlier days of the electric industry. As a consequence these 
later holding companies were less successful and less desirable 
from all points of view; not infrequently they were but convenient 
vehicles for speculation in the securities of operating companies. 
They have fared badly during the depression, and at present they 
are distinctly of minor importance. 





RETAIL TRADE IN THE UNITED STATES 
AND CANADA 


A. S. WHITELEY 
Dominion Bureau of Statistics, Ottawa 


HE outward form of business organization in Canada is 
| patterned largely after that of the United States. Such 
similarity in business and industrial practice may be at- 
tributed in large measure to the penetration of American capital 
and consequently American direction into Canada, and also to 
the infiltration of technique and customs as a result of the wide- 
spread contacts between the two countries. The extent of the first 
form of penetration is generally measured in terms of American 
investment in Canada, but the adoption of American merchan- 
dising practices, advertising technique, and many features of 
social life, while not capable of exact statistical measurement, are 
nevertheless as significant features of the impact of the United 
States on Canada as the establishment of branch plants or the 
purchase of Canadian securities. 

Retail trade has long been considered one of the most local of 
economic activities and, in spite of the development of large-scale 
merchandising organizations, the individual shopkeeper is still 
the dominant figure in this field. It might be expected, therefore, 
that between the United States and Canada there would be con- 
siderable differences in the structure of retail trade, methods of 
operation, and scale of business. But, although considerable dif- 
ferences in detail can be found in the retail trade in the two coun- 
tries (as indeed wide differences exist between different sections of 
the same country), on the whole the broad features of retail trade 
are about the same in Canada as in the United States. 

Prior to the publication of the results of the last decennial 
censuses for the United States and Canada it would not have been 
possible to establish definitely the outline of retail trade in either 
country. It is true that the Dominion Bureau of Statistics at- 
tempted a census of trading establishments in Canada in 1924, 

54 
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but, as this was not pushed to completion, only partial results 
were obtained. In the United States a trial census of eleven cities 
was made in 1926, but in both countries a complete nation-wide 
census of trading establishments was not taken until the recent 
decennial census.’ As the census of distribution covered the opera- 
tions of retail stores during the year 1929, while the census of 
merchandising relates to trade in Canada during the year 1930, 
the former presents the picture of retail trade during a year of 
prosperity and the latter in the first year of the depression. 

Once the practicability of a census of retail trade had been 
demonstrated, the governments in both the United States and 
Canada proceeded to continue such surveys. In the United States 
the census of American business (1933) covered not only the 
operations of trading concerns, but also the amusement and serv- 
ice fields, which had been embraced in the Canadian census of 
1931. In Canada, on the other hand, a complete census has not 
been taken since 1931, but the Dominion Bureau of Statistics now 
conducts an annual survey, which includes more than half the 
volume of trade, but a considerably smaller proportion of the total 
number of establishments. For both countries, therefore, a large 
amount of statistical information is now available on retail trade 
and the methods of compiling the data have been sufficiently 
alike to render comparisons possible. 

The great disparity in size and volume of trade between the 
United States and Canada is revealed by the total figures of retail 
trade for the two countries. According to the census of distribu- 
tion there were 1,500,000 retail stores in the United States in 1929 
with sales of $49,000,000,000, while in Canada in 1930 there were 
125,000 retail stores doing a business of $2,750,000,000. As has 
already been mentioned, the figures for the United States cover a 
prosperous period and thus the difference in volume of trade is 
somewhat accentuated. When, however, comparisons are made 
on a relative basis a marked similarity in the structure of retail 
trade is observed. 


* The United States census of distribution, taken in 1930, covered all retail and 
wholesale trading establishments through a complete field canvass. The census of 
merchandising and service establishments was taken in Canada in 1931 by means 
of a postal canvass of all trading and service establishments. 





56 A. S. WHITELEY 


PER CAPITA SALES 

If the population figures for 1930 and 1931 are taken respec- 
tively for the United States and Canada, it will be found that 
there were 126 retail stores to each 10,000 of the population in the 
United States and 120 stores to each 10,000 in Canada. The 
average retail sales per capita, on the basis of the census figures, 
were $400 for the United States and $266 for Canada. But the 
former figure is for a year of prosperity, so that the comparison 
is not strictly accurate. The Dominion Bureau of Statistics has 
published an estimate’ of the value of retail sales in Canada in 
1929, and if this is taken, together with the estimate of the popula- 


TABLE I 
RETAIL SALES PER CAPITA, UNITED STATES AND CANADA 











Total per capita sales: 
United States $199 
Canada (estimated) 166 


Excluding automotive sales: 
United States 164 
Canada (estimated) 146 











tion in that year, the average sales per capita for Canada in 1929 
were $315. Part of the difference in the average per capita ex- 
penditures in the United States and Canada is due to the rela- 
tively greater purchases of automotive products in the former 
country, as Table I shows. 

In 1929 the average per capita sales in Canada were 79 per 
cent of the figure for the United States; if the sales of the auto- 
motive group are excluded, the average for Canada was 82 per 
cent of that in the United States. By 1933 the average sales per 
capita in the United States were slightly less than half the level 
for 1929, while in Canada there was a drop of 47 per cent. The 
average per capita sales in Canada in 1933 were thus 83 per cent 
of the American figure for the same year and, if automotive sales 
are excluded, the proportion rises to 89 per cent. 

2See A Decade of Retail Trade, 1923-1933 (Ottawa: Dominion Bureau of Sta- 
tistics, 1935). 
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TRADE BY SIZE OF LOCALITY 


Retail trade reaches its greatest development in highly urban- 
ized communities. Although Canada is often regarded as a pro- 
ducer of raw materials and, consequently, as among the less 
urbanized countries of the world, the growth of cities and towns 
has proceeded rapidly during the past two decades. The distribu- 
tion of population, retail stores, and sales by localities, grouped 
according to population, is shown for the United States and 
Canada in Table II. 


TABLE II 


PROPORTION OF POPULATION, RETAIL STORES, AND SALES, BY SIZE 
OF LOCALITY, UNITED STATES AND CANADA 








Unitep STaTEs 





Stores, Sales, — Stores, Sales, 
1929 1929 “ 1930 1930 
1930 1931 nf 
(Per Cent) (Per Cent)/(Per Cent) (Per Cent) (Per Cent)/(Per Cent) 


Popula- 
tion, 





Places with a population 
of: 


























It will be seen from Table II that the major differences in the 
distribution of population in the United States and Canada are 
in the cities with populations over 30,000 and in the places under 
1,000 population. In the United States 38.8 per cent of the popu- 
lation was in cities over 30,000 population compared with 29.1 
per cent in Canada. On the other hand, only 40 per cent of the 
population of the United States was in places of less than 1,000 
population, while in Canada the proportion was 50.3 per cent. It 
is interesting to note that the proportions for places 1,000 to 
10,000 population and 10,000 to 30,000 population were prac- 
tically the same in both countries. 

The similarity in the distribution of population for places 1,000 
to 10,000 and 10,000 to 30,000 is paralleled in the figures for the 
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proportions of stores and sales. It is in the distribution for the 
larger cities and rural places that the widest differences occur. 
With 38.8 per cent of its population in cities over 30,000, the 
United States had 44 per cent of the retail stores and 58 per cent 
of the sales in such localities. Canada, with 29.1 per cent of its 
population in the cities, had 34 per cent of the stores and 55 per 
cent of the sales in such areas. It may be said that relatively there 
was a greater concentration of trade in the cities of Canada than 
in the United States. But there was also a relatively greater pro- 
portion of retail trade in the rural areas of Canada, even after 
allowance is made for the greater proportion of the Canadian 
population in such localities. 

Part of the explanation for the concentration of trade in 
Canadian cities is found in the relatively larger réle played by 
mail-order houses in Canada than in the United States. Accord- 
ing to a report by the Dominion Bureau of Statistics’ the mail- 
order business of general-merchandise stores in Canada amounted 
to 2.6 per cent of the total retail trade in 1930, while in the 
United States the sales of mail-order houses (a similar kind of 
business) formed only 1 per cent of the retail sales for 1929. For 
the general-merchandise group alone the mail-order business in 
Canada formed 1.8 per cent, compared with 6.9 per cent in the 
United States. As ihe mail-order business is handled largely by 
establishments located in cities of over 30,000 population, such 
sales swell the totals for the larger cities in Canada. 

The number of persons per store is another measure of the de- 
velopment of retail trade. A small number of persons per store 
indicates a relatively intensive development of the retail field, 
but does not indicate the scale on which the establishments are 
operating. In other words, the entrance of a number of large- 
scale establishments into the retail field may be reflected in a 
larger population per store, but the relationship between retail 
facilities and population may not have been altered. Neverthe- 
less, the measure of retail trade by number of persons per store 
has considerable significance. 


3 Mail Order Business—Census of Merchandising and Service Establishments, 1931 
(Ottawa: Dominion Bureau of Statistics, 1934). 
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For both countries there is not a great deal of difference in the 
number of persons per store. The figure for the United States as 
a whole is slightly smaller than for Canada, which indicates a 
relatively greater number of stores in proportion to population. 
For places over 30,000 population there is little difference between 
the two countries, but quite a wide spread is shown by the figures 
for places between 10,000 and 30,000. A smaller difference is 
shown for places from 1,000 to 10,000 population, but in the rural 
localities the positions are reversed. For places under 1,000 
Canada shows a much smaller number of persons per store than 


TABLE III 


NUMBER OF PERSONS PER STORE, 
UNITED STATES AND CANADA 








United States, Canada, 


Grou 
P 1929 1930 





All localities 80 83 

Places having a popula- 
tion of: 

7° 72 

62 71 

48 53 











for such areas in the United States. The difference in the relative 
number of stores in rural areas is largely due to the influence of 
the southern states on the average for the United States. The 
average for the three southern geographic divisions (South Atlan- 
tic, East South Central, and West South Central) is 158 persons 
per store in places of less than 1,000 population, while the average 
for the remainder of the United States is 114, which is almost the 
same as the average for similar-sized localities in Canada. 


SALES BY KINDS OF BUSINESS 


In the comparison of sales per capita the importance of the 
automotive trade in the United States was pointed out. The dif- 
ference in the relative positions held by the automotive business 
in the two countries affects, of course, the distribution of sales by 
various trade groups, as the Table IV shows. 
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The percentages given in Table IV relate to sales by kinds of 
business and not to sales by commodities. The sales of country 
general stores and general-merchandise stores, which are im- 
portant outlets for food products, clothing, and house furnishings, 
must be considered in relation to the amount of business shown 
for specialty stores in these lines. Sales of establishments in the 
automotive group in the United States formed almost 20 per cent 
of the total in 1929, compared with 14 per cent for Canada in 


TABLE IV 


DISTRIBUTION OF RETAIL SALES BY 
KIND-OF-BUSINESS GROUPS 








— Canada, vese 
(Per Cent of ——— of 
Total) 





22. 
8. 
16. 
13. 
8. 
5. 


Country general stores 
General-merchandise stores 

Automotive stores 

Apparel stores 

Building-material stores 

Furniture and household-furnishings 


WOAH FADHHH 


Restaurants 
Liquor stores and taverns 
Other retail stores 














1930. While it is true that the sales of this group would have 
formed a higher proportion in Canada in 1929, it is doubtful if 
the percentage would have been much in excess of 15 per cent, 
whereas even in 1933 the sales of the automotive group in the 
United States were almost 18 per cent of the total retail merchan- 
dise trade. The combined sales of country general and general- 
merchandise stores formed approximately 25 per cent of the total 
business in Canada as against 18 per cent in the United States. 
The influence of mail-order business in Canada, which is dis- 
cussed elsewhere, plays its part here. Owing to the differences in 
legislation the sales of liquor stores and taverns were a legitimate 
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part of retail trade in Canada in 1930, whereas the purchases of 
alcoholic beverages do not enter into the official figures for the 
United States for 1929. The share of consumers’ buying which 
might be attributed to such business in the United States cannot 
here be examined, but it is significant that the sales of liquor 
stores and taverns formed 4.6 per cent of the retail merchandise 
trade in Canada in 1930. 


EMPLOYMENT IN RETAIL TRADE 


The growing importance of marketing in the economy of 
western countries has given greater significance to figures of the 
number of persons employed in the distributive trades. Prior to 
the publication of the results of the censuses of trading establish- 
ments for the United States and Canada the principal source of 
information on employment in trade was the census of occupa- 
tions. The statistics based on occupations of the gainfully em- 
ployed population have not, however, been altogether satisfac- 
tory in indicating the full extent of employment in distribution. 
The difficulty of securing accurate information in the census re- 
turns of industry as well as occupation has resulted in some work- 
ers in trading establishments being classified with other industries, 
such as custom and repair or storage and warehousing. The cen- 
sus of distribution thus provides an invaluable source of addi- 
tional information on employment in trade. 

As comparisons in this study are restricted to retail trade, the 
relative employment in this branch of trade in the United States 
and Canada alone will be considered. The relative proportions 
of the gainful workers in each country engaged in retail establish- 
ments are shown in Table V. 

The percentages for the United States in Table V are base:i on 
the figures from the census of occupations, 1930, for all gainful 
workers and on the figures from the census of distribution, 1929, 
for number of workers in retail trade. The percentages for Canada 
are similarly based on the results of the census of occupations, 
1931, and the census of merchandising, 1930. It will be seen from 
the figures given that a slightly higher proportion of the gainfully 
employed population is engaged in retail trade in the United 
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States than in Canada. The difference, however, is found only for 
the male workers, for which the proportions are 12 per cent in 
the United States and 9 per cent in Canada. When the compari- 
son is restricted to workers in non-extractive industries, the pro- 
portions are 16 per cent for the United States and 15 per cent for 
Canada. The extractive industries in general employ a larger pro- 
portion of workers in Canada than in the United States. The 
proportion of workers engaged in agriculture, forestry and fish- 
ing, and mining is 33 per cent in Canada and 24 per cent in the 
United States. 
TABLE V 


PERCENTAGES OF THE TOTAL GAINFUL WORKERS 
ENGAGED IN RETAIL TRADE 








Unitep STATES CANADA 





Per Cent of 
All Gainful 
Workers 


Per Cent of 
All Gainful 
Workers in 
Non-extractive 
Industries * 


Per Cent of 
All Gainful 
Workers 


Per Cent of 
All Gainful 
Workers in 
Non-extractive 
Industries * 





12 16 10 15 
12 16 9 15 
15 16 15 15 

















* All pursuits other than agriculture, forestry and fishing, and mining. 


The relative proportions of male and female workers (including 
active proprietors) in retail trade in the United States and Canada 
are found to be very similar for the years 1929 and 1930 respec- 
tively, as is shown by the figures in Table VI. 

A considerable difference is found, however, in the relative pro- 
portions of proprietors and employees in the two countries (see 
Table VII). 

The number of proprietors in retail trade is affected to some 
extent by the position held by chain stores, but also by the extent 
to which retail enterprises in general are operated under corporate 
ownership. The proportion of retail sales handled by corporate 
retail enterprises is practically the same in the United States and 
Canada—that is, roughly, 48 per cent of the total. In the United 
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States, however, approximately 16 per cent of the total number of 
establishments in 1929 was under corporate ownership, compared 
with 12 per cent for Canada in 1930. It is probable that there 
were some differences in the enumeration of proprietors in the two 
countries, as the American figures were secured by personal can- 


TABLE VI 


PROPORTIONS OF MALE AND FEMALE WORKERS 
IN RETAIL TRADING ESTABLISHMENTS 








United States, 
1929 
(Per Cent) 


Canada, 1930 
(Per Cent) 





74 76 
26 24 











vass whereas the Canadian figures were sent in by mail from the 
reporting establishments. 

The employees (exclusive of active proprietors) in retail stores 
have been classified as full-time or part-time workers. The divi- 


TABLE VII 
RELATIVE PROPORTIONS OF PROPRIETORS AND 
EMPLOYEES TO ALL WORKERS IN RETAIL 
TRADING ESTABLISHMENTS 








—— Canada, soso 
(Per Cent) (Per Cent) 





Proprietors 25 31 
75 9 











sion of workers in the two countries on this basis is given in 
Table VIII. 

The relative proportions of male and female retail employees 
(exclusive of active proprietors) in the two countries are also 
quite as similar (see Table IX). 


SIZE OF STORES 
The distribution of stores according to amount of annual sales 
is another feature of retail trade which can be compared in the 
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United States and Canada. The fact that there was a consider- 
able decline in the value of sales between 1929 and 1930 tends to 
place a larger proportion of stores in the United States in 1929 
in the higher brackets than in Canada. This is borne out by the 
results of the census of American business, which permit a classi- 


TABLE VIII 


PROPORTIONS OF FULL-TIME AND PART-TIME 
EMPLOYEES IN RETAIL TRADING 
ESTABLISHMENTS 








United States, Canefe. seee 


1929 
(Per Cent) Per Cent) 





85 87 
T5 13 











fication of stores by amount of sales in 1933. It will be noted that 
the 1930 figures for Canada occupy an intermediate position be- 
tween the 1929 and 1933 figures for the United States. 

From Table X it will be seen that in the United States in 1933 


and in Canada in 1930 more than half the retail stores did a busi- 


TABLE IX 


PROPORTIONS OF MALE AND FEMALE EMPLOYEES 
IN RETAIL TRADING ESTABLISHMENTS 








United States Canada 
(Per Cent) (Per Cent) 





69 
31 








ness of less than $10,000 per year and that more than go per cent 
did less than $50,000. In 1929 these proportions were somewhat 
smaller in the United States, but even in that year, according to 
the results of the census of distribution, 27 per cent of the stores 
in the United States had sales of less than $5,000 per annum. 
Stores with sales of less than $10,000 per year accounted for 
5.69 per cent of the total retail trade in 1929 for the United States 
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and 9.51 per cent of the business in Canada in 1930. By 1933, 
however, such stores in the United States had almost 14 per cent 
of the trade. This result is largely due to the shift of stores from 
a higher to a lower bracket as their sales decline. At the other end 
of the scale we find that stores with sales of $1,000,000 or more 
formed 0.14 per cent of the total number in the United States in 
1929 and accounted for 12.34 per cent of the sales; in Canada the 
proportion of such stores was only 0.07, but the sales of the large 


TABLE X 


STORES GROUPED ACCORDING TO AMOUNT OF ANNUAL SALES 
IN THE UNITED STATES AND CANADA 








Per Cent oF Tora Stores | Per Cent or Torat Sates 





ANNUAL SALES oF STORES United States Canada United States Canada 





1929 1933 1930 





5.69 | 13.85 | 9.51 
31.33 | 38.28 | 35.95 
31.51 | 25.66 | 25.96 
12.86 8.78 | 10.25 


§00 ,O0O-999 , 999 ‘ d : 6.27 3-74 4.08 
1,000,000 and over . / d 12.34 | 9.69 | 14.25 























establishments formed 14.25 per cent of the total trade of Canada. 
This tends to show that the very large retail stores have a greater 
proportion of the trade in Canada than in the United States. 


TYPES OF STORES 


This consideration of the division of trade by size of establish- 
ment leads to a comparison of retail trade in the two countries on 
the basis of the type of operation—that is, the relative position of 
independent and chain stores in each country. According to the 
definitions employed for the censuses in both countries a group 
of four or more stores under the same ownership constitutes a 
chain. In view of the important réle played by department stores 
in retail trade in both the United States and Canada, a truer pic- 
ture is obtained by classifying stores as independents (other than 
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department stores), chains (other than department stores), and 
department stores. As separate figures are given for department 
stores and chains in the reports for the annual census of mer- 
chandising prepared by the Dominion Bureau of Statistics, it is 
possible to compare the division of trade in the two countries in 
1933 as well as for 1929 and 1930. 

The figures for department stores in both the United States and 
Canada include the sales of mail-order houses. The similarity 
which has already been pointed out in the structure of retail trade 
in the two countries is found to hold true to a considerable extent 


TABLE XI 
COMPARISON OF THE PROPORTIONS OF RETAIL SALES FOR INDEPENDENT, 
CHAIN, AND DEPARTMENT STORES IN THE UNITED 
STATES AND CANADA 














United States, Canada, United States, Canada, 
Type 1929 1930 1933 1933 

(Per Cent) (Per Cent) (Per Cent) (Per Cent) 
Independent........... 71.4 69.4 67.0 67.9 
A ee 19.7 17.7 22.8 18.5 
i eee 8.9 12.9 10.2 13.6 
IS ig Sip. ieee eters 100.0 100.0 100.0 100.0 

















in the division of trade by type of operation. Independent stores 
in both countries had about 70 per cent of the trade just prior to 
the depression and lost ground somewhat as trade declined. The 
department stores and mail-order houses occupy a larger position 
in Canada than in the United States, while the proportion of trade 
handled by chain stores is greater in the United States than in 
Canada. The sales of chains and department stores together 
formed 28.6 per cent of the total trade in the United States in 
1929, compared with 30.6 per cent for Canada in 1930. By 1933 
the combined sales of these two types were 33 per cent of the 
total in the United States and 32.1 per cent in Canada. 

Such is the position for retail trade as a whole. We must now 
consider the réles played in different lines of retail trade by chain 
stores in the two countries. 

In six of the ten kinds of business enumerated in Table XII 
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the proportion of trade handled by chain stores in the United 
States in 1929 was considerably greater than for the same kinds of 
business in Canada in 1930. The development of chain stores, on 
an intensive scale, commenced somewhat later in Canada than 
in the United States and reached its peak during the depression. 
During the past few years it would appear that chain stores have 
enlarged their proportion of the trade in their respective lines in 


TABLE XII 


PROPORTIONS OF CHAIN SALES TO TOTAL SALES OF ALL STORES IN 
SELECTED KINDS OF BUSINESS IN THE UNITED 
STATES AND CANADA 














Per Cent oF Cuarn Sates To Tora Sates of Att Stores 
my Same Kinp or Business 
Kinp oF Business 
United States, Canada, United States, Canada, 
1929 1930 1933 1933 
Variety, 5-and-10, to-a- 
ee 89.2 89.1 Q1.2 89.5 
Grocery and combination 38. 29.5 44.1 33.2 
eae 38.0 21.5 46.2 27.1 
Family clothing......... 27.3 II.3 20.3 21.3 
Women’s apparel....... 22.7 12.3 23.4 9.0 
Men’s and boys’ clothing. 21.2 13.7 22.0 12.1 
Filling stations......... 33-8 22.4 35-5 29.4 
Cigar stores and stands... 25.1 25.4 33-9 25.3 
ee 18.5 18.2 25.1 19.3 
Furniture stores. ....... 14.2 22.8 14.2 18.7 

















the United States to a greater extent than in Canada. In both 
countries the grocery and meat chains have assumed an increas- 
ingly important réle in the distribution of food products. 


OPERATING EXPENSES 


There remains one further aspect of retail trade to be dis- 
cussed, and that is the relative costs of doing business in the two 
countries. It is, of course, evident that in the conduct of a nation- 
wide census of retail stores no attempt can be made to examine 
in detail the operating accounts of individual firms or even to 
assure that a uniform system will be followed in reporting operat- 
ing expenses. 
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The American and Canadian census schedules called for 
practically the same items of operating expenses. These were 
grouped under three heads: (a) salaries and wages of employees, 
(d) rent for stores in leased premises, and (c) all other expenses 
entailed in the operation of the business other than payments to 
proprietors or firm members. It is generally conceded that the 


TABLE XIII 


OPERATING EXPENSES AS PER CENT OF SALES FOR MERCHANDISE GROUPS 
IN THE UNITED STATES AND CANADA 








UntTep STATES, 1929 CANADA, 1930 





Per Cent Per Cent 
Kinp oF Business Per Cent Rental Cost Per Cent Rental Cost 
Total of Sales for Total of Sales for 
Expenses Stores in Expenses Stores in 
of Sales Leased of Sales Leased 
Premises Premises 





All stores (except govern- 
ment liquor stores)... . 
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Automotive 
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Building materials 
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Restaurants 

Drug stores 

All other (except govern- 
ment liquor stores). . . . 
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services of proprietors or firm members who are actively engaged 
in their businesses should be included in operating costs, but it is 
practically impossible to secure a satisfactory basis on which to 
evaluate such services. The actual withdrawals made by pro- 
prietors may include payments for interest on capital invested 
in the business or a compensation for risks assumed. On the other 
hand, in unprofitable businesses the withdrawals may be very 
meager or non-existent. The United States Bureau of the Census 
got around this difficulty by evaluating proprietors’ services at 
the same rate as that paid a full-time employee in the same trade. 
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The Dominion Bureau of Statistics adopted the method of taking 
the amounts reported by proprietors receiving a fixed salary and 
then applying the rate for a full-time employee for those pro- 
prietors who did not report the amount of their withdrawals. As 
the majority of proprietors did not report salaries, the difference 
in the two methods is not very great. 

The common criterion for operating expenses is the percentage 
that costs form of sales. The use of this ratio gives the results 
shown in Table XIII. 

The similarity in operating expense ratios for similar groups of 
stores in the United States and Canada is so close as to suggest a 
mere coincidence, and this explanation might be taken were it not 
for the fact that the similarity is found not only for one group but 
for practically all. Whether this is due to what Professor Secrist 
terms the tendency for mediocrity to prevail in the conduct of 
competitive business,‘ or to the prevalence of approximately the 
same conditions in the field of distribution in the two countries, 
cannot be determined from the averages which have necessarily 
been employed in this survey. 

The striking similarity which has been revealed by an examina- 
tion of some of the salient features of retail trade in the United 
States and Canada should be viewed in the light of the tre- 
mendous difference in the size of the two countries. The United 
States has a population almost twelve times that of its neighbor, 
and its industrial corporations and large-scale retailing organiza- 
tions are correspondingly greater in size. The sales of the Great 
Atlantic & Pacific Tea Company, for example, were equal to 
one-third of the total retail trade in Canada in 1930. But apart 
from the difference in amount of trade and scale of operation, the 
structure of retail trade has the same general outline in the two 
countries. A comparison of local regions or particular kinds of 
business might reveal wide variations but, taking the field of dis- 
tribution as a whole, the character of the operations is strikingly 
similar. 

4 The Triumph of Mediocrity in Business (Evanston: Northwestern University, 
1933). 
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I. SHORT-TERM CONSEQUENCES OF DEVALUATION 


HE depreciation of the dollar in 1933 and its devaluation 

in January, 1934, were urged in certain directions as impor- 

tant steps prerequisite to internal price recovery." It was 
also pointed out in other directions that devaluation would stimu- 
late the export industries which had been suffering from extremely 
severe price recession during the depression.” Finally, there was 
substantial agreement among many that dollar devaluation would 
result in increased prices for products entering into international 
trade, or more accurately, an increase in such prices in devalued 
dollars relative to prices in any unchanged gold monetary unit. 
The view that devaluation would result in higher prices for inter- 
nationally traded goods recognizes that the improvement may be 
either in price or in quantum or, to include both, that exports 
would be “stimulated.” Conversely, imports would be “retard- 
ed ” 

Depreciation of the dollar simultaneously altered one side of the 
terms of all contracts which had been, or were being, projected 
across the boundary of the United States. The principal amount 
of every account, in which the debtor was located within the coun- 
try and which involved an obligation to pay in a foreign currency, 

* Notably Warren and Pearson, Prices (1st ed. January 10, 1933); also, by the 
same authors, Gold and Prices (1935), representing a revision of their earlier work. 

*E.g., Report of the Commission of Inquiry into National Policy in International 
Economic Relations (University of Minnesota Press, 1934), pp. 49-50, and A. H. Han- 
sen, subjoined Report of Director of Research, p. 128. 

3 In the event of devaluation of a gold currency, prices, in terms of the newly cre- 
ated currency standard, tend to diverge from prices expressed in unchanged gold 
currencies (or in the currency unit which was devalued). In the case of internation- 
ally traded goods the amount of absolute rise in prices in the devalued currency de- 
pends, in part, upon the direction of the movement of “gold prices,” i.e., prices in 


undevalued gold currencies. 
70 
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was increased if measured in terms of the devalued dollar. Con- 
versely, every American creditor found that the value of his ac- 
counts, receivable in foreign currencies, was increased upon con- 
version into dollars. But until forces operating externally would 
have sufficient time in which to work themselves out into changed 
price relationships, the external creditor or debtor experienced no 
change in receipts or disbursements in his domestic currency. 
However, if a foreign debtor had contracted obligations in dollars, 
the burden of these obligations, measured in his domestic cur- 
rency, was reduced by dollar devaluation, and, it follows that a 
foreign creditor realized a smaller sum upon the realization of dol- 
lar receipts. 

With respect to prices and quantities of import and export com- 
modities of the United States, dollar devaluation produced meas- 
urable effects. If no immediate change in the gold value of for- 
eign currencies is assumed, and if no immediate change is assumed 
in the total physical quantum of exports and imports, then the al- 
ternative consequences of dollar devaluation may be classified as 
follows: 

a) A proportionate rise in dollar prices for the same quantities 
of imports and exports might result, with prices in currencies 
against which the dollar was devalued remaining constant. (A 
“proportionate” increase in prices has occurred if the increase is 
equal to the ratio of the percentage of devaluation to the value of 
the new monetary unit expressed as a percentage of the value of 
the old unit.) 

b) A decline, directly equal to the extent of devaluation, in for- 
eign-currency prices for the same quantities might result, with 
dollar prices remaining constant. 

c) Acombination of the two foregoing results, the sum of which 
would be compensatory to the extent of dollar devaluation, might 
result. 

It should be pointed out that, in each of these three results, the 
total dollar value (as well as the total value expressed in foreign 
currencies) of exports would continue to bear the same relation to 
the total dollar value of imports as prevailed prior to devaluation. 
It might be further pointed out that an alternative under (a) 





72 ARTHUR R. UPGREN 


would be an increase in quantities with the dollar prices remain- 
ing constant, and that, under (5), the decrease might be in quan- 
tities with the foreign-currency prices remaining constant. Most 
evidence indicates, however, that prices respond more quickly 
than quantities to the influence of devaluation. 

The effect of dollar devaluation assumed in (a) above would 
then in turn tend to bring about the movement of a larger quan- 
tity of export commodities and, conversely, would tend to restrict 
the quantity of commodities imported for the reason that, at 
higher prices, our exporters were willing to supply larger quan- 
tities and, at higher prices, our importers would take only smaller 
quantities. However, since foreign demand and supply schedules 
are also assumed to have remained unchanged our larger export 
quantities would be purchased abroad only at lower foreign-cur- 
rency prices. Moreover, the higher dollar prices of our imports 
would reduce the quantity purchased so that foreign-currency 
prices of these commodities would decline; as a result the higher 
dollar prices for these imports subsequent to devaluation would 
not continue to be higher in proportion to the extent of the de- 
valuation. In brief, with respect to changes in our exports, dollar 
devaluation would tend to be followed partially by an increase in 
price and partially by an increase in the quantities exported; with 
respect to changes in our imports, the price would tend to rise and 
the quantities imported would tend to decline. Neither of these 
price changes would be proportionate to the devaluation, but the 
price changes would be accompanied by, or in part compensated 
by, appropriate changes in quantities.‘ 

4 The problem of measuring the degree of proportionality between the sum of 
price and quantity changes, taken together, and the percentage of devaluation is 
considered in the later analysis of the changes in United States foreign trade after 
devaluation of the dollar. Devaluation of a currency affects all items of import and 
export; consequently only the total demand for the sum total of imports is significant 
for the general problems considered at this point. 

There are presented below data based upon United States merchandise trade. It 
should be pointed out that the conclusions presented are applicable only to that sec- 
tion of the accounts in the balance of international payments of the United States 
which embraces the visible trade accounts. However, the forces operating on visible 
transactions probably tend to operate in like direction upon the invisible transac- 
tions. Because of their nature this is more the case with respect to the service items 
in the international accounts than it is in connection with the capital accounts, 
which are of a more volatile nature. Nor is the analysis totally inapplicable with 
respect to gold. 
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The effect given in (b) above, i.e., a fall in prices in foreign cur- 
rencies while dollar prices remained constant, would in turn tend 
to bring about the purchase abroad of larger quantities of our ex- 
ports. However, the foreign-currency price at which such larger 
quantities would be purchased could not remain lower, fully and 
, directly in proportion to the devaluation of the dollar, or there 

would not be the necessary profit inducement to the offering of 
such larger quantities by exporters in the United States. Conse- 
quently, result (6) of dollar devaluation would in turn induce 
changes both in quantities and in dollar prices of our exports. If 
imports of the United States are considered, the same quantities 
would tend to be taken in the United States since the dollar price 
is unchanged. The same dollar price, however, now is a lower price 
in foreign currencies. As a result, foreign exporters would offer 
smaller quantities so that the price in dollars tends to move up- 
ward while the price in foreign currencies tends to be lower. The 
extent of change in the dollar price and in the foreign-currency 
price depends upon the conditions obtaining with respect to de- 
mand and supply. 

The combined result of (a) and (0), i.e. (c), may probably be ex- 
pected to occur most frequently. The extent to which the dollar 
price rises and the extent to which the foreign-currency price falls 
may depend upon the relative influence of the devaluing nation 
and the non-devaluing nations in the world-economy, or more ac- 
curately, the relative influence of each in the international trade 
sphere of the world-economy.$ 

Dollar devaluation has been observed to cause three alternative 
changes in the dollar and foreign-currency prices of exports and 

5 An analysis of the response in export prices to the stimulus of devaluation or de- 
preciation, in the case of a country of small weight in the world-economy, is found in 
D. B. Copland, Australia in the World Crisis, 1929-1933 (Cambridge, 1934). Pro- 
fessor Copland points out that “the depreciation of Australian currency could not 
have greatly affected the gold price level of the leading exports of Australia” (p. 106; 
italics mine). In the case of a more important commercial country, Great Britain, 
another writer points out that “‘the total effect of the sterling exchange depreciation, 
directly and indirectly, has been to exercise a tremendous deflation pressure in all 
countries which did not prevent it by protective measures” (J. L. K. Gifford, The 
Devaluation of the Pound (London, 1934], p. 73; italics mine.) In their report, an- 
other group (The Commission of Inquiry into National Policy in International Eco- 


nomic Relations, cited in n. 2 above) point out that devaluation is the equivalent of 
an “effort to transfer some of the world’s unemployment to other nations” (p. 91). 





74 ARTHUR R. UPGREN 


imports. These price changes then result in changes in the quan- 
tities of exports and imports which are in conformity with existing 
demand and supply schedules. Finally, the changes in prices and 
quantities cause new price readjustments which have been de- 
scribed.® The first price changes are assumed not to be accom- 
panied by change in the relation between existing total dollar 
values of exports and imports. The changes in quanta and in 
price, which are assmed to be induced by the initial price 
changes, alter the existing balance in the international trade ac- 
counts. This altered balance tends to bring about three types of 
immediate, compensatory adjustments. These are, first, to close 
an existing “gap” in the balance of payments (i.e., to serve to 
render unnecessary capital movements which may prove to be a 
new cause of disturbance) ; second, to induce an inward gold move- 
ment; and third, to cause non-devaluing nations to bring into ex- 
istence resistances such as new or increased import duties, import 
quota limitations, and exchange controls.’ 

It should be noted that if only a temporary strain or gap in the 
balance of payments is closed without causing a new disturbance, 
then mutual gain results inasmuch as one existing stress has been 
eliminated. If a gold inflow results, then devaluation has been 
excessive and the currency is undervalued. If trade barriers of 
one form or another are developed elsewhere, then this result is 
evidence of the overvaluation, or of the belief that there is over- 
valuation, of the foreign currencies of the countries which erect 
such barriers. The effectiveness of the new trade barriers may be 
said to measure the degree of overvaluation just as the extent of a 
gold inflow measures undervaluation. 


II. RELATIVE DOLLAR DEPRECIATION AND MOVEMENTS 
IN FOREIGN PRICE LEVELS 


The dollar was devalued by 40.94 per cent to 59.06 per cent of 
its old gold content or from 25.8 grains of gold nine-tenths fine to 


6 The present analysis of the series of consequences of devaluation ends with 
these readjustments. It is readily apparent that the analysis is quite incomplete; 
however, the data on import and export changes, presented below, attempt to 
measure the response in import and export prices and quantities in view of the ad- 
justments described. 

7 For more extended analysis of these briefly described consequences of devalua- 
tion see, The Devaluation of the Pound (cited in n. 5 above), chap. iii in particular. 
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153; grains by the terms of the Gold Act, approved January 30, 
1934. Since prices of internationally traded goods were thereupon 
recorded in the new monetary unit, the advance in the price of a 
given commodity which would be fully proportionate to the extent 
of devaluation would be 69 per cent. This percentage is deter- 
mined by the relation of the amount of the reduction in the gold 
content to the gold content of the new monetary unit. The more 
or less irregular process of depreciation, however, had covered the 
period since abandonment of the gold standard, April 19, 1934. 
During this interval many “free” currencies were also depreciat- 
ing in relation to gold, but, with only two exceptions, the extent of 
their depreciation during this period was considerably less than 
that of the dollar. 

The depreciation of the dollar had taken place almost entirely 
within the calendar year 1933. It is intended to consider this de- 
preciation in relation to the changes in total quantities and unit 
prices of our exports and imports. Therefore, it is convenient to 
compare currency values for different countries in 1934 with the 
values in 1932. This procedure readily permits the use of trade 
figures for each of these two calendar years. Data for 1933 are not 
considered inasmuch as that year was the year of depreciation and 
one in which trade data might reflect a tendency to discount fur- 
ther depreciation rather than to reflect the effects of an accom- 
plished depreciation. Since the trade returns for 1933 were not 
materially changed from 1932, and since the effects upon the di- 
rections of our trade in these two years are not considered, the 
trade returns of 1933 have been used in the measurement of the 
percentage distribution of our trade by countries and areas. 

In Table I data for selected groupings of countries are present- 
ed, covering the period from 1932 to 1934 as follows: (1) The 
changes in foreign wholesale price levels measured in national cur- 
rencies for selected country groups. (2) The changes in the dollar 
value of foreign currencies grouped according to the extent of the 
appreciation or depreciation in these currencies. (3) The effective 
dollar depreciation or appreciation as measured by the change in 
value of foreign currencies. 

The changes in foreign price levels in national currencies are 
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based upon data published by the League of Nations.* Foreign 
wholesale prices in national currencies have been used inasmuch 


TABLE I 
CHANGE FROM 1932 TO 1934 IN FOREIGN WHOLESALE PRICES AND DOLLAR 
VALUE OF FOREIGN CURRENCIES FOR SELECTED GROUPINGS OF COUN- 
TRIES COMPARED WITH EFFECTIVE DEPRECIATION OF DOLLAR AND 
CHANGE IN UNITED STATES WHOLESALE PRICES 
(See Note on opposite page) 
(Averages for foreign currencies and prices are weighted according to propor- 
tions of trade of the United States represented by trade with respective groups of 
countries) 








Weighted 


Average Weighted 


Change in Average Effective 
Forei Change in Depreciation 
. oreign ~ 
Groups of Countries Dollar (or Apprecia- 
Wholesale . 
Value of tion) of 
Foreign Dollar* 
Currencies 


Prices in 
National 
Currencies 
(Per Cent) (Per Cent) 


— 6.7 +66.9 
—14.0 +57.0 
s - + area + 2.5 +43.6 
. Countries of low currency apprecia- 

tion relative to dollarst + 9.3 +11.9 
. Countries of currency depreciation 

relative to dollarst +11.0 —28.3 








Weighted se Tet sam ne + 1.5 


United States—wholesale prices§ +15.7 














* The effective dollar depreciation (or appreciation) is derived from the ave appreciation (or 
depreciation) for each currency grouping given in the second column; e.g., if gold bloc currencies have 
a present dollar value equal to 166.9 per cent of their former dollar value, then the effective deprecia- 
tion of the dollar, 40.1 Ty cent against gold bioc currencies, is derived by comparing the increase in 
value, 66.9 per cent, with the present value of gold bloc currencies of 166.9 per cent. 


t Primarily Canada (+15 per cent) and Japan (+6 per cent). 
t Mexico and Argentina only. § Bureau of Labor Statistics. 


as import and export price indexes are not available for all the 
countries for which such price data would be preferable. The 
changes in the values of foreign currencies and foreign wholesale 


* Monthly Bulletin of Statistics, as given in Vol. XVI, No. 6 (June, 1935); the 
same source has been used for the data presenting changes in foreign currency val- 
ues. 

* A comparison of changes in wholesale prices and export and import prices for 
the United States for the period reviewed is given below. 
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prices have been weighted according to the relative importance of 
the trade in 1933 of each country with the United States. The 
effective depreciation of the dollar is derived from the data giving 
the change in the dollar value of the foreign currencies. 


NOTE A TO TABLE I 


The groups have been arranged in classes defined by the extent of the apprecia- 
tion or depreciation of their currencies relative to the dollar; the countries in each 
group are: (1) gold bloc: Spain, Poland, France, Italy, Netherlands, Belgium, 
Netherlands East Indies, Switzerland, and Germany; (2) China; (3) sterling area: 
United Kingdom, British India, Australia, Czechoslovakia, Sweden, and Norway; 
(4) countries of low currency appreciation relative to dollar: Chile, New Zealand, 
Denmark, Canada, Japan, and the Union of South Africa; (5) countries of currency 
depreciation relative to dollar: Mexico and Argentina. 

The exclusion of New Zealand, Denmark, and the Union of South Africa, 
ordinarily regarded as within the sterling area, from that area, is based upon the 
fact that their currencies, in the period considered, depreciated substantially from 
sterling. 

The following table gives the percentages, in 1933, of the total trade of the 
United States represented by the trade with each group; the range of deviation of 
the value of currencies and wholesale prices by areas; and, the number of countries 
included in each area. 








Teens or Eacu Group RANGE OF 
WITH UNITED StaTEs* | EXCHANGE sd [mn oe 


DEVIATION 
1932-34 — tn Group 





PERCENTAGE OF 1933 RANGE oF 
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+66 to +69 |—22 to + 2 
+537 —14 
. ng . +41 to “has —a2to+s 
. Countries of low currency) 
qpeseription to the donee | . . + 5 to +28 |+ 3 to +13t 
. Countries of currency de- 
preciation relative to the 
dollar —13 to —43 | +10 to +12 2 





—13 to +69 |—22 to +13 24 

















* It will be noticed that substantial variation between the ie pesentagee da and of imports 
‘oups does rok occur simultaneously with wide dispersion of exchange ra the countries within 
pS pm for this reason the averages in Columns 1 and 2 of f Table I, which. Se weighted according 
to group proportions in United States trade, are not separately given in terms of exports and imports. 

t Except Chile, —so per cent. 

The data in Table I reveal an inverse but not proportionate re- 
lation between the changes in the value of currencies, given in the 
second column, and the changes in wholesale price levels given in 
the first column. Changes in prices are very substantially smaller 
than changes in currency values. This, however, is to be expected, 


for changes in external currency values influence only a small seg- 
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ment of internal commodity prices. The extent of this influence is 
indicated by the fact that our exports, in recent years, have been 
estimated at somewhat less than 10 per cent of our production of 
movable goods. Our imports, of course, are a slightly smaller pro- 
portion of our total domestic consumption of commodities. The 
data for the United States on changes in currency values and 
changes in wholesale prices confirm the principle of a less than 
proportionate response in the latter to the stimulus of a change in 
the former. A comparison may be made between the effective cur- 
rency depreciation of the United States, 27.2 per cent, and the 
rise in the wholesale price level, 15.7 per cent, and the correspond- 
ing averages for all twenty-four countries revealing an average 
currency appreciation, in dollars, of 37.4 per cent and, contrary to 
expectation, an average rise of 1.5 per cent in the wholesale price 
level. The rise in United States wholesale prices, subsequent to 
the 27.2 per cent depreciation of the dollar, was only 15.7 per cent. 
The proportionate rise would have been one of 39.5 per cent. Con- 
sequently, it is apparent that there existed substantial resistances 
to an increase in price proportionate to the extent of depreciation 
of the dollar. Furthermore, since the average wholesale price 
level for all twenty-four countries rose very slightly despite a sub- 
stantial appreciation of their currencies relative to the dollar, it is 
apparent that other causes must explain this result. It should be 
pointed out that the twenty-four countries considered account for 
about 75 per cent of the total foreign trade of the United States, 
but that this trade is probably not over ten per cent of the total 
world trade of these countries. It should also be pointed out that 
within each group there were only negligible changes in currency 
values. But the data for the groups do reveal a relation between 
changes in currency values and changes in price levels—though 
the relation is by no means inversely proportionate. In brief, 
movements in the dollar prices of goods exported by the United 
States after devaluation of the dollar, if not proportionate to that 
devaluation, necessarily tended to be followed by opposite 
changes in foreign-currency prices. Failure to recognize that a 
lack of buoyancy in our own prices means pressure on foreign 
prices probably has arisen, not only owing to the fact that changes 
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in quantities may not have been considered, but also owing to the 
fact that the influence of prices of commodities imported from the 
United States by foreign countries may not be important in in- 
dexes of foreign wholesale prices. 


III. RESPONSE OF PRICES OF UNITED STATES EXPORTS AND 
IMPORTS TO DOLLAR DEVALUATION 


Percentages of increase in the quantum, in the unit value, and 
the total value of all United States exports and imports, and for 


TABLE II* 


CHANGES IN QUANTITY, UNIT VALUE, AND TOTAL VALUE, 1932-34, FOR 
ALL EXPORTS AND IMPORTS OF THE UNITED STATES AND 



































FOR TWO ECONOMIC CLASSES 
Total Exports Total Imports 
Change fa (Per Cent) (Per Cent) 
Quantity. ............. +7 +9 
eer 24 16 
pe +34 +26 
Exports oF Iuports oF 
CHANGE IN 
1. Crude 2. Finished 1. Crude 2. Finished 
Materials Manufacture Materials Manufacture 
(Per Cent) (Per Cent) (Per Cent) (Per Cent) 
| EEE eee —18 +38 + 2 +4 
NG icsnnnen ees +53 3 23 ° 
We WE, on doc eces +26 +42 +29 +4 
* Adapted from Semen 7 Lasied State! gg World, 1 US. tte Gane Vel 
35 ss (Trade Information Bull. 82a), P. 13 “Indexes Quantity, | Unit Value 
(Price), and Total Value of Exports (United Gates et and Im Classes. 


on exports of crude materials were 35.9 per cent of the total value of ports by Economic Clases 
manufacture, 37.4 per cent. Imports of crude materials in the same year were 28.8 per cent of 
the total value of all imports; imports of finished manufactures, 22.2 per cent (p. 17). 


two economic classifications of these exports and imports, from 
1932 to 1934, are given in Table II. 

The data in Table II reveal, for total exports, an average unit 
price increase of 24 per cent, an increase in quantity of 7 per cent, 
and an increase in total value of 34 per cent. Contrary to expecta- 
tion the total quantum of imports also increased and the increase 
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was slightly larger than the increase in the total quantum of ex- 
ports."® The average unit price of all imports increased 16 per 
cent; this increase, however, was substantially less than the in- 
crease of 24 per cent in the average unit price of all exports. If 
cotton had been excluded from exports, the increase in the aver- 
age unit price of all exports would have been 16 per cent or only 
equal to the price increase of imports. The quantum of exports, 
cotton excluded, increased 16 per cent in comparison with an in- 
crease of g per cent in the quantum of imports." 

As depreciation of the dollar proceeded, the alternative choices 
before American exporters are clearly revealed in the contrasting 
changes in the quantities and in the prices of our exports of crude 
materials and of our exports of finished manufactures. The price 
of our exports of crude materials advanced 53 per cent or sub- 
stantially more than should have been expected in view of the 
effective depreciation of the dollar. This price advance was, ap- 
parently, partially made possible by a willingness to accept a re- 
duction of 18 per cent in the quantity exported. On the other 
hand, exporters of finished manufactures accepted, in lieu of any 
substantial increase in price, an increase of 38 per cent in quan- 
tity. For the exporters of finished manufactures this resulted in a 
substantially greater percentage of increase in total dollar sales 
than occurred in the case of exporters of crude materials. The 
data with respect to the two classes of export industries suggest 
that, in addition to the competition within each group and with 

10 The increase in the quantum of imports in 1934 indicates that internal re- 
covery probably was of much greater influence on the volume of imports than was 
devaluation of the dollar. This conclusion throws light on the question of whether or 
not import increases will follow tariff reductions if such adjustments are regarded as 
reductions of prices. There appears to be reason to doubt that the volume of im- 
ports, in the space of a few years, can be enlarged to any great extent solely by tariff 
reductions even if such reductions are substantially greater than the 50 per cent re- 
ductions authorized in the Trade Agreements Act of June 12, 1934. A more detailed 


study of the cyclical record of imports, both free and dutiable, with respect to price 
and quantity changes, would provide more complete information on this question. 

™ The exclusion of cotton from exports is made because its proportion to total 
exports is so large. Moreover, excluding cotton, our exports and imports approxi- 
mately balance. In the present instance, however, attention is directed to price and 
quantity changes; these changes, in the case of cotton, were sharply influenced by 
policies which did not obtain to any appreciable extent with respect to other exports. 
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similar industries in other countries, there is competition between 
our exporters of crude materials and our exporters of finished 
manufactures for the exporters of raw cotton probably may be 
said to compete with the exporters of automobiles. The data for 
imports of crude materials and finished manufactures reveal a 
substantial increase in unit price but only a slight increase in 
quantity. The quantum of imports of finished manufactures in- 
creased 4 per cent but there was no price increase. Our imports of 
finished manufactures are purchased very largely in the countries 
against which dollar depreciation was most effective—the gold 
bloc and the United Kingdom. Consequently, the deflationary 
pressure of our depreciation must have been very great with re- 
spect to prices of items classified as finished manufactures. The 
total value of our imports of this group, however, did not decline. 


IV. CONCLUSIONS 


The influence on commodity prices of depreciation and devalua- 
tion of the dollar, of course, cannot be separated from the influ- 
ence of all other forces operating on prices. Nevertheless, from the 
data which have been presented, there may be drawn certain 
tentative conclusions with respect to the effects on the trade of 
the United States, and on prices, of the depreciation and devalua- 
tion of the dollar. Moreover, it is important, in tentatively ap- 
praising the response to devaluation, that the full measure of its 
effects is not overlooked because of the existence of other offset- 
ting forces which have been operating simultaneously. 

The effects of the devaluation of the dollar may be reviewed 
with respect to: (1) the recorded change in the value of other cur- 
rencies; (2) the movement of prices of goods entering into the for- 
eign trade of the United States; (3) the influence upon the quan- 
tum of our foreign trade; (4) the relation of the movement of 
prices of internationally traded goods to the movements of whole- 
sale prices; and (5) tendencies upon domestic production. 

1. The average value of the foreign currencies of the more im- 
portant commercial countries of the world, weighted according to 
the proportions of the trade of each country in the United States 
total, if measured in gold, declined 19 per cent from 1932 to 1934 
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in comparison with the 41 per cent gold devaluation of the dollar. 
Excluding the currencies of the gold bloc countries, the average 
gold depreciation of foreign currencies was 29 per cent or almost 
three-fourths of the gold depreciation of the dollar. Calculations 
of the competitive advantage of a contemplated currency depre- 
ciation must, first of all, take into account competitive currency 
depreciation. 

2. The unit price increase in United States exports and im- 
ports, considered together, was 54 per cent of the advance which 
would have been proportionate to the effective depreciation of the 
dollar. If cotton is excluded the price advance was 43 per cent. 
The advance was about 64 per cent for total exports including 
cotton, and about 43 per cent for all imports. With respect to the 
gold depreciation of the dollar the price increase for all foreign- 
trade commodities was, in contrast, only 30 per cent of what 
would have been a proportionate increase. In comparison with 
the effective depreciation of the dollar the price response was sub- 
stantial. But it is to be noted, as a reflection of the influence of 
other forces, that the advance in wholesale prices was fully as 
great as the advance in all foreign-trade commodities save cot- 
ton.”” 

3. In addition to the price increases which occurred subsequent 
to dollar depreciation there was also an improvement in the quan- 
tity of foreign trade, but to a much smaller extent. The increase 
in the quantum of total exports also proved to be less than the in- 
crease in the quantum of total imports. Consequently, it might 
be held that internal recovery in production has an influence upon 
the quantum of imports which is substantially greater than the 
influence of currency depreciation alone. This view is further sup- 
ported by the fact that imports were not restricted in volume de- 
spite their increased cost. 

4. The rise in wholesale prices was substantially as great as the 
rise in import and export prices. Therefore, since import and ex- 

™ The fact that cotton represented 17 per cent of the total value of exports indi- 
cates that its weight in an index of export prices is probably very substantially great- 
er than its weight in the index of wholesale prices, and cotton is the largest single ex- 
port or import item. 
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port prices are not of unusual importance in the index of whole- 
sale prices, it may be held that the forces making for internal 
price recovery have not only been as strong as the influence of dol- 
lar depreciation upon the prices of internationally traded goods, 
but that these forces are a more important factor owing to the 
fact that the field in which they operate is, economically, very 
much larger. This view must be modified, of course, by taking 
into consideration the extent to which currency depreciation initi- 
ates and sustains the forces which bring about internal price re- 
covery. 

5. The recovery in the quantum of general industrial produc- 
tion in the United States, from 1932 to 1934, was 23 per cent." 
The increase in the quantum of foreign trade was 9 per cent for 
imports and 7 per cent for exports. It is to be observed, however, 
that the total value of our exports for the last six months of 1933 
increased to $1,005,000,000 from $670,000,000 for the first six 
months; this increase of 50 per cent may appear to be more 
striking evidence of the substantial influence of dollar deprecia- 
tion. The recovery in industrial production in the same six- 
month period was 19 per cent, and in the last eight months of the 


year averaged 32 per cent above the level of the first four months. 
Although this recovery in industrial production is less than the re- 
covery in exports in the same period, the figures for 1932 and 1934, 
given above, reflect more sustained improvement in the volume of 
production than in the volume of exports over the two-year period 
reviewed. 


The foregoing comparisons of price and quantity changes in ex- 
ternal trade and in internal production serve to emphasize the de- 
sirability of persistently attempting to secure balanced improve- 
ment in price and volume as the result of a given recovery pro- 
gram. Price recovery may be essential to the immediate solvency 
of contracts, but volume recovery is essential to the permanent 
restoration of real incomes. 


3 Based upon adjusted index of industrial production of Federal Reserve Board 
as given in Federal Reserve Bulletin (April, 1935), p. 224. 

+4 Imports increased from $592,000,000 to $858,000,000, an increase of 45 per 
cent. Summary of United States Trade with World, p. 11. 
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I 


ONDON bills of mortality, systematically compiled since 
1603,’ are antedated by comparable vital records prepared 
by the city council of Barcelona in the fifteenth and six- 

teenth centuries. As in London during the sixteenth and seven- 
teenth centuries, the alarming mortality of recurrent plague? in 
the Mediterranean city inspired the recording of deaths. Graunt 
justified the London bills as furnishing data whereby the magis- 
trate might judge ‘‘whether the City increase or decrease in Peo- 
ple; whether it increase proportionably with the rest of the Na- 
tion; whether it be grown big enough, or too big, etc.’ In Barce- 
lona the city fathers commanded an exact count of deaths from 


plague so that vague guesses and malicious rumors might not 
exaggerate the magnitude of the city’s misfortune.‘ It is not un- 
likely that Barcelona saw in the frequently recurrent epidemic a 
cause of its commercial decline which began in the first half of the 
fifteenth century.’ 


* W. G. Bell, The Greai Plague in London in 1665 (London, 1924), p. 5; C. H. 
Hull, The Economic Writings of Sir William Petty, 1 (Cambridge, 1899), lxxx—Ixxxiii. 
Scattered bills for 1532, 1535, 1563, 1574, 1578-83, and 1592-93 are known. 

2In the Catalan records gldnola (Spanish, gléndula) and peste are used inter- 
changeably. Some form of the bubonic plague was evidently responsible for the 
data with which this paper deals. 

3 John Graunt, Natural and Political Observations . . . . upon the Bills of Mor- 
tality (sth ed.; London, 1676), p. 18. 

4 Thus, on May 30, 1520, the Councilors, “per ¢o que se pogues saber la veritat de 
la cosa, perque deyen moltes cosas contra la veritat circa lo nombre dels quis moren, 
delliberaren fer fer la circa en la forma acustumada” (Dietari del Antich Consell 
Barcelont, III, 300). 

SJ. W. Thompson, Economic and Social History of Europe in the Later Middle 
Ages (New York, 1931), pp. 358-60. 
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The official “searcher” of Barcelona was the letter-carrier 
(correu) attached to the municipality. His instructions were to re- 
port daily the number of burials and baptisms in each parish, pre- 
sumably by consulting the clergy, although the manner in which 
he obtained the information is not stated.* Though exact knowl- 
edge of the number dying was intended to calm excited citizens 
and to dissuade them from fleeing the city,’ what publicity was 
given to the statistics is not apparent. They are extant by reason 
of their entry in the journal of the municipal council.* 

Scarcely less than 40,000 persons succumbed to the ravages of 
twelve of the uncounted epidemics which stalked through the nar- 
row, and doubtless dirty, streets of Barcelona between 1457 and 
1590. As we shall see later, it is improbable that Barcelona’s 
population rose much above 40,000 during the century and a half 
ending in 1600. Table I lists the reported deaths for each plague 
and gives the approximate duration of each visitation, as indi- 
cated by the number of days burials were counted. The impor- 
tance of vital statistics for other than periods of abnormal mor- 
tality was not yet appreciated. The monthly distribution of 
deaths is shown in Table IV in the Appendix. 


The seasonal fluctuation in epidemic mortality was pro- 
nounced. In six cases (1476, 1483, 1489, 1501, 1520, and 1558) the 
greatest number of deaths occurred in June; while in three in- 


6 A priori one would put more faith in such records than in the weekly reports of 
the “ancient Matrons” who were searchers in London (Graunt, of. cit., pp. 16-17). 


7 Dietari, ITI, 248, 418. 

8 Published as Manual de Novells Ardits, vulgarment apellat Dietari del Antich 
Consell Barcelont (17 vols.; Barcelona, 1892-1922). 

* Uncounted thousands were victims of plagues whose mortality records have not 
been preserved. In addition to the years entering into Table I, it is practically cer- 
tain that pestilential deaths occurred in 1458, 1465-66, 1493, 1507-8, 1521, 1557, and 
1560. (Riibriques de Bruniquer, IV (Barcelona, 1915], 319-39). According to Cap- 
many, 1486, 1488, 1506, 1519, 1525, 1564, and 1580 were also years of pest (Antonio 
de Capmany y de Montpalau, Memorias histéricas sobre la marina, comercio, y artes 
de la antigua ciudad de Barcelona, IV (Madrid, 1792], Apéndice, 67-70). From the 
Black Death until 1452 there were at least eleven plague years, but mortality figures 
are available for none of them. J. F. C. Hecker (The Epidemics of the Middle Ages 
[London, 1846], p. 223) states that the plague of 1564 carried off 10,000 persons in 
Barcelona; but the Diefari for this year, as for many years in the seventeenth cen- 
tury when severe pestilences are mentioned, affords no statistics. 
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stances (1457, 1494, and 1515) the peak of mortality was reached 
in July. In 1530 and 1589 the maximum deaths were recorded in 
April and September, respectively.*° Either the virility of the 
plague bacilli or the susceptibility of its victims was seemingly 
increased by warm or summer weather. 

The greatest mortality occurred in the epidemic of 1589-90. 
Daily deaths were not recorded from July 1 to August 15, but a 


TABLE I 
DEATHS FROM PLAGUE IN BARCELONA* 








Duration of Plaguet — 





May 15—November 18 3,007 
August 1o-October 3, 1476 2,116 
March 15-September 24 1,397 
November 3-September 15, 1490 3,755 
June 13-October 4 579 
july 18-October 19 66 

ay 4-November 30 2,619 
- 4-October 28 992 

ay 30-September 13 1,519 
March 10-July 17 6,174 
January 17—August 10 4,114 
July 1-January 7, 1590 11,723 











* All the data are found in the following volumes of the Dietari: II, 262- 
80, 525-45; III, 28-34, 75-87, 111-14, 140-44, 171-79, 248-56, 301-6, 418-32; 
IV, 328-29, 332-43; VI, 136-65. 

[tte terminal dates are the first and last days for which entries of plague 
deaths occur. Within a given period are included usually several days for 
which no deaths are recorded, although it is not always clear that no mortality 
occurred on these days. That significant mortality occurred after the official 
circa ended is demonstrated by a coetaneous record (José Coroleu, Los 
Dietarios de la Generalidad de Catalufia [Barcelona, 1889), pp. 52-55), which 
reports 342 deaths for November and 51 for December, 1457, bringing the 
total deaths for the epidemic of 1457 to 3,456. 


total of 3,313 deaths occurred in this period of a month and a 
half. In the peak month of September, 4,184 deaths were entered, 
with daily rates ranging from 87 to 190. In no other epidemic did 
monthly deaths exceed 3,050 (April, 1530). Average daily deaths 
for the whole period of epidemic were 71 in 1589-90, and 48 in 
1530. 

Deaths from non-epidemic causes (altre ma!) were recorded for 
eleven plague years. The probable defects of the data for estimat- 


*© Maximum mortality in the London plague of 1665 occurred in September 
(Bell, op. cit., p. 245). 
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ing normal deaths per annum are numerous: (1) medical knowl- 
edge was doubtless insufficient to achieve accurate diagnosis; (2) 
in uncertain cases the searcher would probably tend to enter the 
plague as the cause of death (though city officials would desire to 
place on record as few epidemical deaths as possible) ; (3) the gen- 
eral weakening of vitality by pestilence may have raised mortality 
from other causes above normal." Whether the deaths reported 


TABLE II 
DEATHS FROM NON-EPIDEMIC CAUSES 











DEATHS Per ANNUM 





QUARTER 
II 





July-September (90) t 1,361 
June-August (89) 1,015 
June-August (80) 969 
July-September (86) 984 1,053 
915 
June-August (89) 967 
July-September (87) 1,217 
June-August (91) 1,517 
1,255 
1,287 

















* Deaths from other than epidemic causes were not counted in 1475. Usable quar- 
poly os in 1497, 1530, and 1558; and the data for 1589-90 are too scant to 
t Figures in parentheses indicate the number of days for which deaths were 
entered. 
include stillbirths and infant deaths is not evident. The data are 
discontinuous for many months, but in seven cases statistics for at 
least one quarter of the year appear tolerably reliable. The deaths 
recorded in three months (including at least 80 days of record) 
have been multiplied by four to obtain the estimates of yearly 
mortality presented in Table II (col. 4). In four cases the quarter 
June-August has been used, and in three instances, the quarter 
July-September. For comparative purposes Table II (col. 5) in- 
cludes estimated deaths per annum calculated as follows: 

" This is by no means certain. If the plague were selective, a lower mortality rate 
among the immune—presumably the fittest—might have reduced the number 
of deaths from other causes. Furthermore, the well-to-do, notably the clergy, physi- 
cians, and apothecaries, fled the city during plagues. 
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' a Total recorded deaths X 365 
Estimated deaths per annum= Number of days deaths were recorded’ 





Monthly totals are presented in Table V in the Appendix. 


Il 


Estimates of Barcelona’s population begin with the “‘census” of 
1359 which was an enumeration of hearths (fochs) for tax pur- 
poses. The city of Barcelona returned 7,651 fochs.*? The usual 
practice—probably inaccurate—is to count five persons to a 
hearth;"* hence the indicated population of 1359 is 38,255. Ac- 
cording to a similar census completed in 1378 the number of fochs 
in the city was practically unchanged—7,645."4 Since tax rolls al- 
most invariably understate population, it is safe to say that Bar- 
celona had at least 40,000 inhabitants in the second half of the 
fourteenth century. This estimate may be compared with the re- 
port that 33,000 persons—men, women, and children—partici- 
pated in a religious procession occasioned by the earthquake 
which shook Barcelona in 1427.'5 Considering the circumstance, 
one may reasonably suppose the attendance of the populace to 
have been almost perfect—although the chronicler may have 
erred in counting. 

According to Tomas Gonz4lez, Barcelona numbered 6,432 
fochs, or 32,160 souls, in 1515." Using the estimate of 1,156 
deaths"? this year, a normal death-rate of 35.9 per thousand is in- 

12 “Nombrement dels fochs de Cathalunya segons les Corts de Cervera,” Cortes de 
los antiguos reinos de Aragén y de Valencia y principado de Cataluha, Il (Madrid, 
1899), 55-61. 

13 P. G. Edge, ““Pre-census Population Records of Spain,” Journal of the American 
Statistical Association, XX VI (1931), 410. 

4 Cortes de Catalufia, IV (Madrid, 1901), 157-83. It is not clear whether the 
clergy were included in either enumeration. Probably not, since the figures given 
above are found under the heading “Focks Reyals.” 

8 Ribriques de Bruniquer, 1 (Barcelona, 1912), 315. An earthquake visited the 
city two years earlier, and “between men and women more than 30,000 persons, be- 
sides more than 2,000 boys and girls,” paraded barefoot in supplication for divine 
mercy (Ribriques de Bruniquer, I, 251; Dietari, I, 238). 

6 Censo de poblacién de las provincias y partidos de la corona de Castilla (Madrid, 
1829), Pp. 143. 

17 The mean of 1,096 and 1,217 (Table II). 
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dicated. Since deaths are probably underestimated and as it is 
less likely that the death-rate fell short of rather than exceeded 
35-9,"* Gonz4lez’s figures appear reasonable. Assuming a death- 
rate of 35.9 and using the mean of the two estimates of yearly 
deaths in Table II, one may hazard some opinions concerning 
population changes in the fifteenth and sixteenth centuries. The 
calculated population for 1457 is 40,000. Since the assumed death- 
rate is doubtless too low for the middle of the fifteenth century, 
the estimate of population is probably too high. It is much more 
likely that by the middle of the century population had fallen be- 
low the 40,000 mark reached, as pointed out above, toward the 
close of the fourteenth century. Calculated deaths for 1483 are 
about one-quarter less than for 1457, and in 1490, 1494, and 1501 
total deaths do not fall below the 1483 sum by more than 10 per 
cent. This is perhaps the strongest statistical evidence available 
of a severe decline in population in the last half of the fifteenth 
century. Near the close of the century it is probable that Barce- 
lona numbered fewer than 30,000 persons, and at no time during 
the last quarter of the century did population rise far above 
30,000."9 

In the early years of the sixteenth century some gain appears 
to have taken place, and reasons for accepting the estimate of 
32,000 as the population in 1515 have been given. Both estimates 
of total deaths for 1520 seem unreasonably high, since in the ab- 
sence of unusual immigration Barcelona’s population could 
scarcely have grown from 32,000 in 1515 to 42,500 in 1520. Fur- 
thermore, the estimates of mortality in 1530 and 1558 are con- 

*8 This conclusion is based upon speculation as to the difference between six- 
teenth- and eighteenth-century rates. According to Capmany, the population of 
Barcelona in 1779 was 115,000, and the average yearly deaths, about 3,500 (Memori- 
as, II, Apéndice, 114). The indicated death-rate of 30.4 is somewhat higher than the 
rate of 28.8 for 1822, reported by Moreau de Jonnés, Eléments de statistique (Paris, 
1856), p. 289. 

19 For the hearth-tax of 1477 the city of Barcelona was assessed on the basis of 
4,000 fochs, or 20,000 persons (Ribriques de Bruniquer, IV, 79). Although the tax 
rolls doubtless understate the number of hearths, it is unlikely that they erred by 
more than a third. The death-rate of 35.9 applied to estimated deaths in 1483 gives 


a population of about 28,000. The same procedure indicates a population of slightly 
Over 25,000 in 1497. 
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siderably lower than the mean for 1520, and it is unlikely that a 
sharp decline in the decade 1521-30 followed a rapid increase in 
the preceding five years. The data are slender reeds, but I venture 
the conclusion that by the middle of the sixteenth century Barce- 
lona’s population exceeded 35,000, and may have been almost 
40,000. The terrific mortality (11,723) in the epidemic of 1589-90 
indicates, besides an undoubted increase in the severity of the 
plague, a further growth of population during the last half of the 
century. Normal deaths were not recorded in this period, and the 
nearest estimate of population is for the middle of the seventeenth 
century when the city is said to have numbered 15,000 vecinos®® 
(about 75,000 inhabitants). Perhaps this figure is too high. As- 
suming (1) a population of 35,000 in 1550, (2) Capmany’s esti- 
mate of 115,000 in 1779, and (3) a constant rate of increase be- 
tween 1550 and 1779, the population would have been slightly 
Over 45,000 in 1600, in excess of 58,000 in 1650, and about 76,000 
in 1700. On the theory that the economic development of Cata- 
lonia would have permitted a more rapid rate of increase in the 
eighteenth than in the sixteenth and seventeenth centuries, the 
conclusion is reached that Barcelona had less than 45,000 inhabi- 


tants at the close of the sixteenth century, fewer than 58,000 in 
1650, and not over 75,000 in 1700.” 

Not much light is shed on the study of population trends by the 
statistics of baptisms (bateix)*? presented in Table VI in the Ap- 
pendix. The data are too discontinuous to permit the calculation 
of yearly births from quarterly totals; and the indubitable incom- 


2° Rodrigo Méndez Silva, Poblacién general de Espatta (2d ed.; Madrid, 1675), fol. 
192. I have not seen the first edition (1645), but doubt that the author’s corrections 
and additions in the 1675 edition comprehended a change in the estimate of vecinos 
for Barcelona. 

Without supporting evidence, a writer in Espasa’s Enciclopedia universal ilus- 
trada (article, “Barcelona”) states that Barcelona had a population of 64,000 in 
1675. José Canga Argiielles (Diccionario de hacienda, I [London, 1826], 299) gives 
the population in 1700 as 37,000. Probably this is a misprint for 73,000. 

# It hardly needs to be pointed out that in a Catholic country statistics of bap- 
tisms conform, with a possible lag of a few days, to the number of quick births 
diminished by the nominal number of infants dying sine baptismo. But the children 
of persons not subject to Christian rites (the Jews and Moors of Barcelona, until 
they were expelled) did not enter the records. 
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pleteness of the tabulations practically invalidates any estimation 
of birth-rates. However, using the equation, 


Total recorded baptisms X 365 
Number of days baptisms were recorded ’ 





Total yearly baptisms= 


the results shown in Table III are obtained. Normal deaths ex- 
ceeded births in 1457 and 1483, which may have some significance 
with respect to the supposed decline in population in the last part 
of the century. Excepting 1558, the data for which are perhaps 
not more than 50 per cent complete, baptisms outnumbered 
deaths in all other years of record. This phenomenon one would 


TABLE III 


Baptisms 
per Annum* 


+ Se 
- 998 
. 1,580 
. 1,380 


*Baptisms were not recorded in 1475-76, 1515, or 1589-90. 


expect to accompany a natural increase in population, such as has 
been predicated for the sixteenth century. Any other generaliza- 
tion is unsafe, since statistics of baptisms in years of abnormal 
mortality are not normal, and no data are at hand for births in 
normal years.” 


Ill 


Let us consider, finally, the severity of the epidemics for which 
statistics are available. By 1589 Barcelona had grown to a city of 
nearly 45,000. The plague of 1589-90, which carried off 11,723, or 
considerably more than one-fifth of the population, was relatively 


23 As Graunt pointed out (0. ci#., p. 52), in time of plague christenings decrease on 
account of the flight, miscarriage, and death of pregnant women. Though one might 
wish otherwise, it is doubtful that in Barcelona baptism was dispensed with as 
knowledge of contagion became general. It is a notorious fact, however, that the 
clergy abandoned the city during epidemics, which may have impeded the satisfac- 
tion of the demand for religious rites, such as baptism. 
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as calamitous as the great plague of London.** No other visitation 
of the pest was so severe. Probably 6-8 per cent of the population 
perished in the epidemics of 1457 and 1475-76; and more than a 
tenth of the inhabitants may have succumbed to the pestilence of 
1489-90. The severe epidemic of 1530 probably took away one- 
sixth of the city’s people, and the plague of 1558, about one-tenth. 
Without exaggeration, the records are awful. Their study, how- 
ever, may serve as an antidote to the wild reports of the chroni- 
clers, even eye-witnesses, who have portrayed Pestilential Death 
as a more omnivorous reaper than he actually was. 


APPENDIX 


TABLE IV 
PLAGUE DEATHS BY MONTHS 














1457... 
1475-. 
1476.. 
1483. . 
1489. . 
1490. . 
1494. . 
1497. . 
I501.. 
I51S.. 
1520.. 
1530. . 
1558.. 

~ = hy 
1590. 









































* The 3313 deaths + or July, 1589, are for the period July 1 to August 15. Deaths by days were 


not recorded for this period 


*4 Bell (op. cit., p. 13) estimates London’s population in 1665 as less than half a 
million, and the mortality of the plague apparently exceeded 100,000 (ibid., p. 330). 
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TABLE V 


DEATHS FROM NON-EPIDEMIC CAUSES* 














1457. - 
1483 .. 
1489. . 
1490. . 
1494. . 
1497... 
I50r.. 
I515S.. 
1520.. 
1530.. 
1558.. 
1589. . 
1590.. 









































* Exponents denote the number of days for which deaths were recorded. 


TABLE VI 


BAPTISMS* 














1457.-. 
1483.. 
1489. . 
1490. . 
1404. . 
1497.. 
I5Or.. 
1520. . 
1530.. 
1558.. 









































* Exponents indicate the number of days for which baptisms were recorded. 





THE COMMERCIAL THEORY OF CREDIT 


S. E. HARRIS 
Harvard University 


E appearance of two more volumes that clearly bear the im- 
press of the Willis Banking Seminar at Columbia once again 


raises the question of the validity of the commercial theory of 
credit so strongly intrenched at that famous center of study in money 
and banking.’ It is particularly appropriate to discuss the issues raised 
by Miss Whitney’s excellent little book at a time when the Banking 
Act of 1935 and the Chicago “roo per cent plan,” involving similar 
issues, are the subject of spirited discussion. 

Miss Whitney’s book is the more stimulating and interesting, and 
is on the whole an excellent study. I particularly recommend chapters 
v-ix. Her studies of the acceptance market, and the distribution of 
brokers’ loans between the various groups of lenders, and her explana- 
tions of and emphasis upon the varying rates of interest in different 
markets, are particularly illuminating. The first half of her book is not 
so novel and it suffers in particular from a failure to take account of 
the work of other scholars in the field. The whole volume is built 
around the commercial theory of credit. 

Dr. Clark’s volume is more descriptive in nature. Although he also 
has not adequately taken into account the work of others in the field, 
he has attempted to examine much of the documentary material on 
the Reserve System. He is the first economist to have examined the 
voluminous material on the districting of the Federal Reserve System 
that is stored in the Federal Reserve Board Library. Avoiding theo- 
retical issues on the whole, he goes with great detail into the descriptive 
material relating to the system. In chapters xi-xiii, however, he pays 
some attention to the problems of control, and here he pays homage 
to the commercial theory of credit. 

In these days of strong inflationary tendencies the deflationists are 
popularly considered the supporters of the commercial] theory of credit; 

* Caroline Whitney, Experiments in Credit Control; The Federal Reserve System. 
New York: Columbia University Press, 1934. Pp. 230. $3.75. 

Lawrence E. Clark, Central Banking under the Federal Reserve System; with 
Special Consideration of the Federal Reserve Bank of New York. New York: Mac- 
millan Co., 1935. Pp. xiv+437. $5.00. 
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but it was not always so. During the Napoleonic wars a similar theory 
was supported by those with a bias toward expansion or inflation. 
Thus at that time loans on “good” trade bills constituted sound bank- 
ing in the opinion of officials of the Bank of England and could not in 
their opinion lead to excessive issues even if restraint were not enforced 
through convertibility. By 1844 it had become evident to the law- 
makers and to numerous scientific writers, however, that the issue of 
notes on “good” paper, even if protected by convertibility, was not an 
adequate safeguard against periodic monetary disturbances, with the 
result that the Bank Act of 1844 provided a definite limit on the issues 
of notes not covered by gold. The total amount of money in circula- 
tion, it was argued, ought to be equal to the amount of gold that would 
have been in circulation in the absence of paper money. In short, dur- 
ing most of the nineteenth century the commercial credit theory was 
upheld by those who favored inflation or at least an elastic system. 
The British system has worked tolerably well despite the rather 
rigid limitations on issues. That the American system of the post-Civil 
War period has not worked even tolerably well, although essentially 
it was similar to the British (for fluctuations in the amount of money 
were largely determined by gold movements), is to be explained by 
conditions peculiar to the United States. These were the absence of 
central guidance, the rapid growth of the country and the unsound 
monetary policies, the last two of which put a great strain on available 
resources, and, finally, the inability of the American bankers, unlike 
the English, to draw upon resources from abroad. It is no wonder, 
therefore, that the commercial theory of credit gained numerous ad- 
herents here in the pre-war period and was welcomed by Willis and 
Glass and others responsible for the founding of the Reserve System. 
What particularly disturbs Miss Whitney and other supporters of 
the commercial credit theory is that the Federal Reserve Act was 
vitally changed by the provision that member banks could borrow on 
the security of “governments” and also that the commercial banks 
have shown a strong disposition to put their resources into investment 
and speculative rather than commercial paper. Miss Whitney is in- 
clined to attribute the inflationary developments of the war period and 
the late twenties to the failure of the banks and in particular the reserve 
banks to adhere to a commercial theory of credit.* She is skeptical of 
the possibility of quantitative control in the future and certain of its 
failures in the past. In a brilliant chapter on the relation of interest 


? Especially chap. ix; also see Clark, pp. 257-59. 
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rates and the volume of borrowing she demonstrates that the amount 
of borrowing does not always respond to changes in the rate of inter- 
est.3 The implication is that quantitative control through rate policy 
cannot succeed. There cannot be two opinions on the failure of quan- 
titative control, though there may be a different interpretation of the 
failure of open-market operations as an instrument for quantitative 
control. In my opinion, the reasons for failure were the mistaken 
emphasis of the reserve authorities on the amount of reserve credit out- 
standing rather than upon the level of member-bank reserves, the dis- 
turbing effects of fluctuations of money in circulation and gold and of 
changes in reserve requirements, and the practical difficulties confront- 
ing commercial banks in attempting to restrict or to expand credit in 
response to fluctuations in reserves.‘ 

Adherents of the commercial theory of credit necessarily depend 
upon a qualitative rather than a quantitative control. Unfortunately 
for them qualitative control has failed even more dismally than has 
quantitative control.’ They complain of the changes made in eligibil- 
ity laws and regulations and hope by strengthening the authority of 
the Reserve Board over member banks to obtain a more complete 
control over the type of assets purchased by banks.° The Bank Act of 
1933 embodies many of the recommendations of those who feel that 
the troubles of the preceding decade are to be explained by the de- 

3 Chap. viii. 

4Cf. My Twenty Years of Federal Reserve Policy, chapters vii-ix (Vol. I), and 
chaps. xix—xxi and xxxvii—xxxix of Volume II. Miss Whitney is inclined to put the 
emphasis upon the misuse of cash obtained by banks through open-market opera- 
tions and the illiquid condition of reserve banks resulting from large purchases of 
“governments” (op. cit., pp. 143, 197-200; cf. Clark, p. 248). The argument is not 
convincing. Misuse in 1927 does not clinch the argument that open-market opera- 
tions should not be tried again in 1932 when the conditions conducive to speculation 
were not present. Furthermore, if the quantity of cash is of importance, then the 
release of cash through purchases of government securities by reserve banks should 
not be condemned, merely because securities are non-commercial assets. If the cash 
requirements of the country were closely correlated with the amount of commercial 
paper available for purchase by reserve banks, then the purchase of “governments” 
might be condemned. Furthermore, the open-market operations of 1930 were not 
introduced to help the stock market nor did the Treasury deficit play an important 
part in 1932 (pp. 61, 63). 

5 Professor Reed, in an excellent but brief review of Miss Whitney’s book 
points out that quantitative control might, if properly carried out, have proved more 
successful, and automatic or qualitative control might in practice prove less success- 
ful than Miss Whitney assumes (American Economic Review, June, 1935, pp. 
347-49). 

6 Clark, pp. 273-74. 
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partures from the principles of 1913. Ironically enough the Emergency 
Banking Act of 1933, which preceded the Bank Act of 1933, and the 
Banking Act of 1935, which reflects inflationist sentiment, both tend to 
encourage expansion, while the Bank Act of 1933 is largely deflation- 
ary. The explanation of the inconsistencies in this legislation is, of 
course, that the Bank Act of 1933 was the product of Senator Glass 
and really was the result of deliberations held during 1930-32. At that 
time the excesses of the inflation period were still before the country. 
By 1933, cures for deflation had become more popular. 

A serious obstacle for the commercial credit school is the inevitable 
failure of eligibility regulations. It is the failure of eligibility regula- 
tions that has led the supporters of the commercial credit theory to 
turn their attention toward direct control of investment policies of 
banks as proposed in the Banking Act of 1933. Banks hold eligible 
paper only in so far as investments in such assets are profitable as 
compared to other assets and in so far as they are necessary in order 
to meet the minimum requirements of liquidity, including the assur- 
ance of adequate accommodation from the reserve banks.’ The total 
amount of assets of an eligible type held by banks need be and has been 
only a relatively small part of all assets. In proposing to discard 
eligibility requirements, the present administration (1935) is making a 
sensible proposal in view of the failure of these laws and regulations 
to function properly. What is more, there is very little in the argument 
of the commercial credit school that the failure of the eligibility regu- 
lations is largely to be associated with the increasing attention paid to 
the collateral behind a loan rather than to the nature of the transac- 
tion.* In some particular instances the emphasis on collateral un- 
doubtedly made possible the extension of credit when it otherwise 
would not have been extended; but for the most part it was merely a 
matter of convenience to borrow on notes covered by collateral; and, 
of course, the collateral gave some additional protection to the reserve 
banks. The emphasis on collateral instead of on eligibility could not 
have contributed to the large additions of the supply of credit, for the 
supplies of eligible paper were large relatively to the total amount of 
accommodation. It is true that banks in a precarious condition some- 
times were thus enabled to obtain accommodation which they other- 
wise would not have been able to obtain. The salvaging of banks is, 
however, a legitimate function of central banks. Perhaps the only 
serious objection that might be raised is that banks were frequently 


7 See my Twenty Years of Federal Reserve Policy, Part IV. 
* Clark, pp. 254-58. 
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saved when they should not have been, with the result that the in- 
evitable failure left the reserve banks with most of the valuable assets 
and depositors with none. 

It is clear that the introduction of eligibility requirements and the 
continued exercise of pressure upon the member banks to favor eligible 
assets has not been effective, for in the years 1914-33 the proportion of 
assets held by banks that may properly be considered eligible in the 
meaning of the Federal Reserve Act of 1913 has more or less steadily 
declined.? It is a long step from defining paper eligible for rediscount 
to dictating to banks what paper they should buy. As long ago as 1918 
Senator Lodge pointed out to reserve authorities that they had no 
right to determine the distribution of economic resources; and it was 
not long before the reserve authorities recognized the danger of taking 
the responsibility for the lending policies of banks. In the early post- 
war period they definitely renounced the policy of direct control and 
also gave up the pretense that by identifying federal reserve dollars in 
the possession of member banks they could thus discover whether re- 
serve dollars or member-bank dollars were being used for speculative 
purposes.”® In 1925 they were prepared to claim merely that the con- 
comitant rise in borrowing from reserve banks and of speculative lend- 
ing could be interpreted as evidence of the use of reserve credit for 
speculative purposes. This was a more defensible, if a less strong, posi- 
tion upon which to take action. In 1929 the earlier and less tenable 
position had to be taken to obtain some co-operation from the banks; 
and the relevant provisions in the Banking Act of 1933 are based 
partly on the theory that Federal Reserve dollars in the possession of 
member banks can be identified, and partly on the judicious position 
that reserve banks are responsible for sound banking and credit con- 
ditions." It yet remains to be seen whether this partial victory of the 

* Whitney, pp. 201-4. 

*° Both Miss Whitney (pp. 132, 135-36) and Clark (p. 238) are too ready to as- 
sume that a concomitant rise in speculation and borrowing from reserve banks is 
proof that reserve facilities have been used for speculation. Thus the correlation of 
brokers’ loans of New York City reporting banks and borrowings from the New 
York reserve banks by New York reporting banks in 1928-29 is not proof, as Miss 
Whitney affirms, of the use of the facilities of the New York reserve bank for 
speculation. Banks in New York City borrowed as they lost cash following open- 
market operations, losses of gold, and withdrawals of bankers’ balances. Outside 
banks used their own resources for speculation. 

* On all the issues raised in this paragraph see my Twenty Years of Federal Reserve 
Policy, Part III. Miss Whitney is wrong when she says (p. 40) that the Federal Re- 
serve System has never attempted to go further in banking policy than to hinder 


speculation. 
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commercial school is complete: inflationary sentiment is strong and 
the banks provide the resources of the reserve banks. Will the 
reserve banks have the courage and strength to withhold or even to 
withdraw accommodation from banks that display a tendency to pur- 
chase excessive supplies of non-commercial assets? 

Supporters of the commercial theory of credit are inclined, of course, 
to put the emphasis upon quality rather than upon quantity; yet they 
cannot be blind to the problem of quantity. The implication is that 
a proper qualitative control will assure the country the proper supplies 
of credit. Critics of the commercial theory of credit, on the other hand, 
are inclined to put the emphasis upon quantity and not quality and to 
argue that limitation of purchases to commercial assets would not pro- 
vide the proper quantity of money and credit. Here we have the great 
weakness of the commercial theory of credit. The issue of bank credit 
against a transaction that is part of the process of production or dis- 
tribution does not protect the country against disturbances or even pro- 
vide relatively stable prices. The theory is that against the additional 
product is to be put an additional demand for money, and when the 
entrepreneur sells his goods the means for paying off the debt will be- 
come available.” Two difficulties are suggested. The first is that the 
deposit created is not necessarily used only once; and, in fact, it may 
be used several times, thus contributing to a large amount of disturb- 
ance.’ This criticism applies to all those who would stabilize the 
monetary or economic system by concentrating their attention on the 
supplies of money without considering the effects of changes in supplies 
of money both on velocity and on trade. The second point is that the 
purchase of commercial assets may not enable the banking system to 
keep out enough deposits to protect the country against harmful move- 
ments of prices. 

On the second point, it may be helpful to speculate on what would 
have happened in the war period and the decade of the twenties if the 
commercial theory had been applied. The total volume of deposits, 
exclusive of inter-bank, was 18.5 billions on June 30, 1914; 35.7 billions 

2 “Commercial credit is credit exchanged for goods which are used only once by 
the borrower, their disposal bringing about an extinction of the entire amount of 
credit extended. Investment credit, on the other hand, is credit exchanged for 
goods which may be used repeatedly to produce other goods which, when sold, gives 
the borrower the disposal of purchasing power sufficient to extinguish only a part of 
the credit originally extended, until repeated production of new goods have taken 
place” (Whitney, pp. 70-71). 

3 See Robertson’s masterly discussion of the theory of productive credit, in 
A. C. Pigou and D. H. Robertson, Economic Essays and Addresses, pp. 110-14. 
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on June 30, 1921; and 53.8 billions on June 30, 1929. Economies of 
reserves, purchases of assets by reserve banks, large inward movements 
of gold, and an active demand for credit in a period of very rapid 
economic advance contributed to the sensational rise in deposits. An 
ensuing rise of prices in turn reacted upon the volume of deposits. In 
the war period the very large rise in deposits was necessary in order to 
finance the Allies and carry on the war. It is therefore wrong to 
criticize the departures from the commercial theory of credit, e.g., the 
permission to borrow on the collateral of “governments” made neces- 
sary by the exigencies of war. The supply of commercial assets was not 
large enough to assure the country supplies of credit adequate to ob- 
tain the fullest utilization of our economic resources nor sufficient to 
assure the country the necessary inflation that was required to divert 
resources from consumption on private account to consumption on war 
account. To anyone who agrees with Robertson on the needs of some 
“burglarisation” both in peace and war times, the commercial theory 
of credit cannot be acceptable. In the absence of adequate supplies 
of commercial assets—and when inflation is an end in itself the supply 
of these assets is likely to be inadequate—an increased interest in in- 
vestment and speculative assets was inevitable, unless the reserve 
banks were able and willing to enforce a quantitative control or a rigid 
qualitative (and therefore a quantitative) control, or unless the banks 
—which is most unlikely in a period of prosperity—voluntarily did 
not put their resources to full use. 

In the war period it was necessary to discard the commercial theory 
of credit in order to assure the necessary amount of inflation; in the 
decade of the twenties, it was necessary in order to offset a deflationary 
bias. Robertson has pointed out that the shortening of the production 
period, the tendency to hoard deposits, and the tendency for industry 
to lean less heavily upon the banks for their circulating capital, all 
tended to depress prices."4 It was necessary for the banks to purchase 
investment and speculative assets if a large decline in prices was to be 
averted. Had the banks not purchased non-commercial assets in larger 
quantities, the drop in prices would probably have been much larger 
than could be justified by any drop in costs per unit of output. Either 
prices would have fallen to an unprofitable level, for large additional 

4 Pigou and Robertson, p. 114. Robertson’s argument is that the purchase of 
non-commercial assets was the only means of preventing a precipitate drop in 
prices. It may be pointed out, however, that the tendency to accumulate saving 
deposits, though a factor tending to depress prices and therefore making advisable 
the purchase of non-commercial assets, on the other hand, was also a result of these 
purchases of non-commercial assets. 
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volumes of goods would not have been covered by purchasing power, 
or there would have been a great wastage of economic resources, result- 
ing from a dearth of monetary and financial facilities. It may be ad- 
mitted, of course, that part of the additional supplies of goods pro- 
duced should not have been produced. 

Table I throws a little light on this problem, though too much sig- 
nificance should not be attached to it. 

It seems clear from the relatively small rise in commercial loans 
(“other loans” are largely commercial loans)*s that either commercial 
assets were not available or banks were not interested in them. Had 
not large additional purchases of non-commercial assets been effected, 


TABLE I 
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only a small part of the gain of 14 billions in earning assets and of 16 
billions in deposits would have been made. A drop in prices much 
larger than might be explained by a reduction in costs would un- 
doubtedly have occurred. A rise in production of approximately 40 
per cent is to be contrasted with a reduction in unit labor costs (real) 
of perhaps one-half of 40 per cent.” It is difficult to believe that com- 


Ss Figures from the Annual Reports of Federal Reserve Board and Miss Whitney, 
p. 203. The rise in “other loans” was probably larger than is indicated here for 
there was a change of classification in 1929. 

6 Cf. F. C. Mills, Recent Economic Tendencies, pp. 289-91. 


MANUPACTURING PropucTion—UniTEep STATES 








Physical Volume | Number of Wage-/Output Wage- 





100 100 10° 
113 92.6 122 














The figures in the last column, taken in conjunction with a reduction in hours, 
may indicate to some readers a reduction of costs in excess of 20 per cent. It is, 
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mercial assets accounted for more than one-fourth of the rise in earning 
assets. It is, of course, possible that still greater activity in deposit ac- 
counts might have occurred and thus have prevented a further drop 
in prices. Velocity may, however, have declined if the rate of increase 
in deposits had been seriously cut. 

At this point I want to emphasize the fact that the application of 
the principles of commercial credit during this period would probably 
have involved the country in a serious deflation with the result that the 
losses from non-use and unproductive use of economic resources would 
in my opinion have outweighed the losses resulting later from that part 
of the distortions to be associated with inflationary monetary policy. 
It is also far from my intention to deny the presence of inflation in the 
latter part of the decade of the twenties. 

One may also raise the important question as to what would have 
happened if the banks voluntarily or under compulsion had refused to 
buy large amounts of non-commercial assets during the twenties. It 
is at least possible that the total supply of credit outstanding might 
have grown just as rapidly, for business enterprises would have relied 
on the capital market and on their own savings for the provision of 
fixed capital and have shifted their demands for working capital to the 
banks in toto. It is, however, to be noted that the facilities of the capital 
market would have been largely reduced on these assumptions, for the 
banks directly or indirectly purchase a large part of the securities 
issued by the capital market. Furthermore, the provision of money for 
speculative purposes would certainly have been curtailed, especially 
since the sources of loans on account of others would have been dried 
up to some extent. In short, the strict enforcement of the commercial 
theory might still have been compatible with some inflation, for large 
additional supplies of commercial assets might then have been created; 
but the probability is that the amount of funds used in speculation 
would have been reduced, and smalier supplies of fixed capital would 
have been obtainable. The validity of the commercial theory of credit 
may be questioned, however, just because the amount of credit out- 
standing, issued on commercial principles, will vary according as in- 


however, to be emphasized that improvements in manufacturing were of greater 
significance than in agriculture or distribution, and also money costs are to be con- 
sidered as well as real costs. I am, of course, leaving out of account changes in 
capital equipment, which may account in part for the rise in output per wage-earner. 
Let it be added that too much weight should not be attached to these figures in this 
connection. 
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dustry uses its own savings and those of the public for the provision 
of working or fixed capital. 

Other reasons may easily be suggested why the commercial theory 
of credit has lost much of its force since 1913, the most important being 
the declining importance of liquidity and solvency. When the R.F.C. 
is available for transferring resources between the strong and the weak 
banks, the reserve banks for purchasing any good assets, the F.D.I.C 
for protecting the depositor, and the government for converting almost 
any type of asset into dollars, then at least one important reason for 
supporting the commercial theory may be discarded. Of course, all 
these protective devices are merely a means of distributing the losses 
resulting from bad banking, and the protection of the depositor and of 
the banks does not contribute much to the solution of the problem of 
obtaining the best possible use of our economic resources. It may be 
noted, however, that the presence of protecting institutions will fre- 
quently cut down losses simply because the allaying of widespread 
fears will stop unnecessary liquidation of assets. 

Nor does the slogan “buy commercial assets” solve our problems. 
Losses may result from the purchase of commercial assets as well as 
from the purchase of investment or of speculative assets. The mistake 
is made of comparing the loss on a ninety-day note with the loss on a 
twenty-year bond instead of comparing the loss on a ninety-day bill 
with that on a bond that will occur in a period of ninety days. Further- 
more, the superior organization of the bond market enables the banker 
to spread the loss more widely, and therefore offers the depositor more 
protection than is possible when the bank purchases commercial loans. 
The same errors of overissue are possible in the ninety-day market as 
in the bond market, although at least theoretically the errors may be 
quickly corrected in the commercial market. It need scarcely be added 
that they frequently are not. The problem of banking policy is to en- 
courage those entrepreneurs who can produce efficiently the capital and 
consumption goods that the public requires. Not only have the banks 
made the mistake of encouraging the building of unwanted skyscrapers 
at a price edequate to compensate the builders, but they have also tied 
up too m. credit in cotton, rubber, wheat, etc. Perhaps in the last 
fifteen yea~ hey have given too much encouragement to producers of 
fixed capital, on the other hand, their problem today is to stimulate the 
durable goods industries. Let us now turn to another aspect of the 
commercial theory of credit. 

It is not clear whether the supporters of the commercial theory of 
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credit are in sympathy with monetary theories of the cycle, although 
their emphasis on the excessive issues of credit may point in that direc- 
tion. They seem to give the banks a meager réle, that of recognizing 
legitimate credit claims. They do not seem to go so far as to propose 
the stabilization of the economic system by offsetting disturbances 
arising from non-monetary factors, and they do not inquire into the 
relative importance of monetary and non-monetary disturbances nor 
even the extent to which the weight of non-monetary influences would 
be reduced if monetary media, on which non-monetary impulses work, 
were removed. I can do no better than to quote from Miss Whitney’s 
book. 

The volume of credit in existence at any time is a fixed amount. Of 90 
day credit, there is the present value of the total profit of undertakings and 
savings of individuals 90 days hence 

Banks by their actions cannot increase or diminish the volume of credit, 
but they can recognise more or less credit, thus altering the volume of the 
circulating media (p. 21). 

While the actions of the banks and central banks cannot increase the 
amount of real income in the community, these institutions can change the 
distribution of income by the choice which they exercise over whose credit 
they will recognise (p. 154). [ Italics mine.] 


Miss Whitney’s later comments may be summarized as follows (pp. 
184-89): If the Federal Reserve System were able to limit original 
lending activities of member banks to liquid loans, it would not have 
to depend upon credit control to rectify bad situations. Confusion is 
caused by following the state of trade as a guide to policy. If credit is 
used for other purposes than commercial, conscious control must be 
substituted for automatic control. If banks made only liquid loans, 
there would be a limitation of the volume of purchasing power created 
by banks to the value of goods in process of production or marketing 
at the current price. This limitation would remove the need of quanti- 
tative control. She does not concern herself with the problem as to 
whether all goods in process of production and distribution would be 
covered by credit outstanding and as to whether, even if they were, 
society would have the proper supplies of money. 

We may say by way of conclusion that the commercial theory of 
credit does not offer a satisfactory theory upon which to base monetary 
policy, and particularly that its application would not provide the coun- 
try with proper supplies of money. This statement is valid even if we 
grant that to some extent supplies of commercial assets offered to banks 
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will be adjusted to the demand on the part of the banks for commercial 
assets. In other words, the enforcement of a policy of commercial 
banking on the part of the banks need not result in deflationary tend- 
encies to the extent that might be imagined. On the other hand, even 
though the theory is not a satisfactory guide to policy, it has neverthe- 
less served a useful purpose in numerous periods. When the bias of the 
system was in the direction of deflation, as it frequently was in the 
nineteenth century, its influence which was inflationary then was in 
the right direction. From 1914 to 1929, the application of the theory 
in its extreme form would have caused much more harm than good; but 
it probably contributed some restraint much needed in the twenties, 
and certainly is a wholesome influence in the inflationary environment 
of 1933-35. In this connection something may be said of the Banking 
Act of 1935. Administration supporters quite rightly put the emphasis 
on quantity rather than quality, minimizing the importance of eligi- 
bility. Unfortunately their emphasis on quantity seems to arise from an 
inflationary bias, and therefore the introduction of quantitative re- 
straints through the adoption of the commercial principle, at least in 
a limited form, might act as a useful check. 

As a guide to policy the Chicago “1oo per cent plan” seems superior 
to the commercial theory. Its supporters face the quantitative problem 
squarely, for it is put up to the monetary authority. It is possible also 
to face the qualitative problem, for issues of additional cash on the 
basis of which additional deposits may be created may only be made 
on condition of proper use. The dangers of this plan lie in other direc- 
tions: the delegation of the authority to control monetary supplies to 
a central authority which is likely to be government controlled; the 
loss of earning power by the banks which are forced to convert govern- 
ment securities into cash; the problem of preventing the circulation of 
saving deposits; and, finally, the difficulty of establishing adequate con- 
trol through a control of monetary supplies alone. 
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Samuel Gompers: Champion of the Toiling Masses. By ROWLAND HILi 
Harvey. Stanford University: Stanford University Press, 1935. Pp. 
vii+376. $3.75. 

This delightful book is an illustration of the art which conceals art. 
Its story is informal and rapid in the telling, but the author has read 
much in many directions, has discarded resolutely and wisely, and has 
put his chosen episodes together with deftness so as to achieve continu- 
ity. The character of Gompers is drawn with skill and accuracy—the 
Spitalfields Jew, who, transferred to the East Side of New York, be- 
came an emblem of Americanism of a prevalent sort, and for forty 
years at once reflected and determined the objectives of the organized 
labor movement. The spirited portrait combines seriousness, humor, 
sympathy, and critical candor. It is stood up against a moving back- 
ground of American economic and political life which shows the au- 
thor’s easy grasp of the large forces in the midst of which Gompers 
planned and argued and wrote. The book is written for popular con- 
sumption, but it will give perspective to the student. 

Gompers’ unwillingness to see the labor movement broadened in its 
philosophy is understandingly portrayed. Having come through hard 
times, the hostility of the Knights, and the attacks of the Socialists, 
Gompers at the beginning of the twentieth century 
had received wounds which scarred him for life. In the long years of his 
leadership that were to follow, suspicion and resentment often haunted his 
mind. Toward the Socialists and the intellectuals he presented a front of 
uncompromising hostility. Labor-party advocates he struck down; the past 
ruled him. In the rush and push of the pioneer days he had lived a day at 
a time. “First things first’’ came to be his slogan—that, and his everlasting 
cry for “More.” 

But the surprising inconsistencies in Gompers’ behavior are likewise 

presented: 

The removal of the Federation offices to Washington was not a blessing 
to Gompers. It brought about a perpetual conflict within him. He stood 
committed to a policy of economic action before his followers and the world 
of labor, but in the Capital, with the jargon of legislation and politics every- 
where being talked, he became more and more a politician. His pose and 
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language grew more and more parliamentary. The politician in him, always 
strong, flowered forth. He began to quibble with his principle of economic 
action. Soon he was up to his ears in politics, but always crying out rather 
desperately: “There is no god but economic action.”’ How different might 
have been the history of the Federation if Chicago rather than Washington 
had been its headquarters. Planted in the former city, surrounded by indus- 
trial life, Gompers and his people might have worked whole-heartedly for 
the organization of the workers and given his economic principle a chance 
to win. 


Similarly, Gompers was perfectly willing to see the products of Ameri- 
can ammunition workers go to Europe to help the Allies, but shortly 
afterward, when Obregon was threatened with overthrow by Huerta, 
he was much concerned about the destination of American war ma- 
terials. 

It is apparent in the recital that Gompers lived past his day, that he 
probably held back rather than helped forward the American labor 
movement from the time that he became a rabid flag-waver and patri- 
otic declaimer when we entered the World War. But, despite personal 
failings, he was a dignified figure. The lapses of the civic federation 
are more obvious to us than they were to him. He was ever prouder of 
the American Federation of Labor than of himself His appalling per- 
severance in platitude somehow managed to spell out a thought and 


courageous action in consonance with the thought. 
Broapus MITCHELL 


Johns Hopkins University 


Fascism and Social Revolution. By R. PALME Dutt. New York: Inter- 
national Publishers Co., Inc., 1934. Pp. xi+-296. $2.25. 

This volume, from the pen of the talented East Indian communist 
who is editor of the British Labour Monthly, represents the most ambi- 
tious attempt yet made to describe and interpret fascism from the 
point of view of the Marxian dialectic. The thesis is simple: Capital- 
istic society is confronted with a fatal dilemma because its productive 
potentialities have outrun its consumptive capacities. The result is 
economic strangulation and a sharpening of the class struggle. Only 
two solutions of the crisis are possible. One is the destruction of the 
productive forces by a dictatorship designed “‘to save for a while the 
rule of possessing classes at the expense of a return to barbarism and 
spreading decay.” The other is the abolition of class ownership of the 
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means of production and the creation of a classless communist society 
capable of organizing and utilizing the productive forces for the whole 
of society. The first solution is the road of fascism. The second is the 
road of proletarian social revolution. 

According to this interpretation, fascism is simply the political 
philosophy and the state form of the upper bourgeoisie in the decadent 
era of monopolistic capitalism. It is “the organization of social decay.” 
Italian, German, and Austrian fascism are examined in considerable 
detail for the purpose of substantiating this contention. Dutt has here 
gathered together an impressive body of factual materials and quota- 
tions from the leading sources which are of great value to all students 
of fascism, regardless of whether they accept or reject the author’s 
general thesis. 

The thesis itself, which is persuasively presented and supported with 
great eloquence and erudition, may be evaluated on three possible 
planes: (a) as an integral part of current Marxist dogma; (0) as an 
application of Marxist concepts and principles to the phenomena of 
fascism; or (c) as an interpretation of fascism which may be judged on 
its own merits without regard to Marxism in general. As to (a), it 
would be a work of supererogation to add here to the floods of ink 
which have been poured out to prove that Marx was right or that Marx 
was wrong. As to (0), it is clear that Dutt has made a brilliant analysis 
of fascism which will commend itself to all Marxists. If the premises 
are accepted, the conclusions are irrefutable. If the premises are not 
accepted, the conclusions are still worthy of attention and may be 
evaluated independently of the philosophy of historical materialism. 

On this plane—which is the only one of concern to those “objec- 
tive,” “bourgeois” social scientists who are anathema to communists 
and fascists alike—the reviewer believes that Dutt has ably stated an 
important truth about fascism, i.e., that it is politically significant as 
a system of power relationships designed to serve the material interests 
of plutocratic and aristocratic élite groups in economically unstable, in- 
secure, and decadent societies. He believes, however, that economic 
instability, insecurity, and decadence in contemporary capitalisms are 
not to be explained solely by the simple formula of production out- 
running the market. He likewise believes that Dutt has neglected the 
social and political réle of the lower middle classes in the genesis and 
development of fascism, as well as the collective neuroses and psychoses 
bred in lower-middle-class circles by the crisis. Fascism as a conspiracy 
of the propertied classes demonstrates the validity of economic de- 
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terminism in the explanation of political behavior. But fascism as a 
mass movement—petty bourgeois, peasant, and even proletarian—is 
a refutation of economic determinism and a demonstration of collective 
irrationality and psychopathic mysticism. An adequate interpretation 
of fascism must take into account both the propensity of homo eco- 
nomicus to indulge in rational calculation motivated by self-interest 
and the propensity of homo politicus to indulge in fantasy, nonsense, 
and hysteria. Dutt is so preoccupied with the first propensity that he 
all but forgets the second. His volume is, therefore, only half a portrait 


of its subject. 
FREDERICK L. SCHUMAN 


University of Chicago 


Thorstein Veblen and His America. By JosEPH DorFMAN. New York: 

Viking Press, 1934. Pp. 556. $3.75. 

The vast amount of hitherto inaccessible material bearing on the 
life and work of Veblen which the author has unearthed and presented 
in this volume is a testimony not only of his long devotion to the sub- 
ject but also of his indefatigable scholarship. The material comprises 
some of Veblen’s correspondence, the lecture notes of former students, 
and information obtained by the author from a wide range of Veblen’s 
associates and friends. As the material is extremely revealing in respect 
to Veblen’s personal tastes, his intellectual habits, and his domestic 
life, and, as the author has worked through it with an almost artistic 
appreciation of the subtle mind hidden in it, the book ought to stimu- 
late sympathetic and serious study of a man whose works have been 
considered as forbiddingly ponderous as his personality enigmatical. 

In the main the book is a description of the influences that contrib- 
uted to the molding of Veblen’s life and his reactions to modern indus- 
trialism. The foremost of these influences was without doubt the rural 
community in which he grew up. Veblen was born in 1857 on a frontier 
farm in Wisconsin, the son of recent Norwegian immigrants. Until he 
entered Carleton College at the age of seventeen, his life had been con- 
fined to the Minnesota farming community in which his family had set- 
tled shortly after his birth. The Veblens, like the rest of the recent im- 
migrants from Norway, were cut off from the surrounding culture of 
the Yankees. This cultural isolation served effectively to separate the 
most impressionable years of Veblen’s youth from American civiliza- 
tion as it developed about him, and caused him to view it with the eyes 
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of a stranger even after he had reached intellectual maturity. It not 
only conditioned him in an Olympian aloofness from which he never 
freed himself but also nurtured a skepticism which seemed to be an in- 
nate property of his mind. 

The nearby towns . . . . were settled by Yankees engaged in exploitation 
of the country rather than in industry. To these townsmen the rural Nor- 
wegians transferred their age-long animosity against the urban classes of 
Norway. They couid see a visible relation between their own productive 
efforts on the soil and the results in produce, but no such relation between 
the effort and product was apparent in the pecuniary activities of the towns- 
men [p. 7]. 


This deeply rooted agrarian temperament, with its ingrained antago- 
nism to non-physical (pecuniary) effort, was firmly impressed upon 
Veblen’s thinking. It lay at the basis of the conflict in social habits he 
later envisaged as the product of the opposing institutions of technol- 
ogy, on the one hand, and business enterprise, on the other. In elabo- 
rating this conflict into a theory of social change, the “substantial real- 
ity” to which he habitually and unconsciously took recourse was the 
productive efficiency of workmanship. This concept was analogous in 
his thinking to that of “farm” in the ideology of his unsophisticated im- 
migrant forebears. 

Mr. Dorfman’s description of the effect on Veblen’s thought of the 
country’s industrial changes, and the changes in the intellectual out- 
look, and in the social philosophies that accompanied them, is espe- 
cially good. There is, however, no evaluation of Veblen’s ideas, of their 
meaning from the standpoint of theoretical economics, or of their sig- 
nificance for present-day questions of the guidance of economic activ- 
ity. Such interpretation as the author makes is implicit, the indirect re- 
sult of heavily documented description. Thus, the last chapter, which 
is devoted to the significance of Veblen, is the weakest in the book. 
After quoting a number of writers who either have mentioned Veblen 
in their writings or have acknowledged his influence upon them, the 
author concludes that the answer to the question of “the exact nature 
of his influence” rests with the future. Mr. Dorfman is wise, in our 
opinion, in refusing to predict what Veblen will mean to future genera- 
tions. But it seems to us that it was his duty to attempt to show, on 
the basis of the abundant material presented, the significance of Veb- 
len’s ideas in the development of economic thought in this country. 
His failure to do this seems to exemplify the timidity of a pseudo-ob- 
jectivity. The reviewer feels increasingly impatient with that growing 
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body of younger economists, of whom Mr. Dorfman seems to be one, 
who shrink from making appraisals or evaluations because they con- 
ceive of science as beginning and ending in the research into facts and 
their descriptive presentation. 

ABRAM L. Harris 


Howard University 


A History of the Labor Movement in California. By Ira B. Cross. 
Berkeley: University of California Press, 1935. Pp. xi+354. $4.00. 
This study has been made by Professor Cross with the object of 

providing the historical background necessary for the understanding 
of the present labor movement in California. It begins with an in- 
teresting account of labor conditions in the “mission era,”’ in which the 
main problem was that of maintaining the labor supply. This shortage 
of labor continued for some time, and it was not until after the gold 
rush that an adequate supply of labor, even for the small local indus- 
try, was available. 

Because of its isolated situation, labor problems and the develop- 
ment of labor organizations in California were somewhat different from 
those in the eastern part of the United States. Another important fac- 
tor was the presence of a large supply of oriental labor, first Chinese 
and later Japanese. 

Gold played an extremely important part in the economy of Cali- 
fornia and materially conditioned the labor problem for many years. 
It was natural that an economy based on gold should be unstable and 
this had its effect on labor conditions. 

Attempts at labor organization were made in the early fifties, and it 
is interesting to note that, as in most other places, the printing trades 
were among the most active in this respect. The picture changes in 
the sixties when agriculture became a factor in the state and manufac- 
turing commenced on a small scale. 

A new situation was created by the completion of the Central Pacific 
Railway. Paradoxically, this was followed by a depression in the San 
Francisco area, owing mainly to the increased competition resulting 
from the influx of population. This naturally gave an impetus to the 
organization of trade unions and to attempts to form some kind of 
federation of unions for mutual support. 

The story of the attempts of labor unions to maintain or to improve 
their economic position is similar in many respects to that of other 
areas. The power of labor organizations was weakened in many in- 





I1I2 BOOK REVIEWS 


stances by internal dissensions and jealousies and poor or self-interested 
leadership. California workingmen early took part in politics, not al- 
ways to their advantage, and it was suggested that at times the Work- 
ingmen’s Movement was made use of by political parties. 

The depression period of the seventies put a heavy strain on the 
labor organizations. The local industry and trade, which had been 
developed on the basis of sea-borne transportation, were seriously inter- 
fered with by the coming of the railway which made a definite change 
in the economic set-up of the state. There was considerable unemploy- 
ment, accompanied by active discontent. This led to vigorous agita- 
tion against the Chinese. What is known as the “Sand Lots Agitation” 
formed an interesting episode in the history of labor in California—an 
episode which indicates the dangerous power that may be obtained by 
irresponsible demagogues over people who are in distress. Similar an- 
tagonism was displayed against the Japanese at a later period. This 
eventually resulted in the definite restriction of oriental immigration. 

The depression of the seventies brought home to the workers not 
only in California but throughout the nation the necessity of collective 
bargaining as a means of protecting the standard of living of the 
workers. This resulted in a rapid growth of the membership of the 
Knights of Labor and of certain other national trade organizations. 
Professor Cross points out, however, that 
it is interesting to note that, as late as the middle years of the eighties, the 
unions of California were chiefly local, unaffiliated with the national associa- 
tions in their respective crafts. The only exceptions were the unions of 
printers, molders, and carpenters of San Francisco, and the printers’ unions 
of Sacramento and Los Angeles. In general, California organizations had 
been only slightly influenced by the eastern labor movement. The latter 
was so completely out of touch with conditions and events in the West that 
its leaders were apparently quite unaware of the existence of a labor move- 
ment in California. 

This isolation led to the establishment of branches of the San Francisco 
unions in other Pacific Coast cities and also, in the early nineties, to 
the organization of the Pacific Coast Federation of Unions. 

A contention arose in the nineties between the leaders of the Labor 
Council and the leaders of the radical unions on the question of politi- 
cal action, the latter unions believing that in political action lay the 
salvation of the workers. These latter unions were also in opposition 
to the principles and policies of the American Federation of Labor. 
A major success in the matter of labor legislation was not achieved 
until the early years of the second decade of the twentieth century. 
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With the result that California took a prominent place among states 
interested in conserving the welfare of the working class. At the time of the 
World War and in all the years since, Organized Labor in California has had 
great difficulty in retaining the progressive legislation adopted from 1911 to 
191s. Yet, though slight modifications of certain laws have been made, the 
labor and factory laws of the State have survived unchanged, for the most 
part, since 1915. 

The difference between the labor situation in the San Francisco area 
and that in Los Angeles is emphasized. Labor organization has never 
attained the same degree of effectiveness in the southern part of the 
state. Professor Cross attributes this mainly to the influence of the 
climate, leading many people to live in that area for health and other 
reasons. This leads to a type of competition which is extremely hard 
to meet, and people who have other than merely economic reasons for 
living and working in a particular area are naturally difficult to 
organize. 

The story told by Professor Cross is an extremely interesting one and 
displays a very considerable amount of research, a great part of which 
is original. It is almost inevitable in a work of this kind that at times 
it should be a little difficult to see the wood for the trees, for such a 
work cannot escape the necessity of giving considerable attention to 
detail, but the objective of the work has been accomplished in pro- 


viding a background for the study of the present labor situation in 
the state. 


W. A. CARROTHERS 
Victoria, B.C. 


The Meaning of Marx: A Symposium, Edited by Sipney Hoox. New 

York: Farrar & Rinehart, Inc., 1934. Pp. vit+144. $1.00. 

Unlike the customary Marxian primers, calculated to inspire the 
faithful and convert the heathen, this compact little book moves on a 
high plane and deals with fundamentals. The purpose is dual—an 
exposition of the broad outlines of Marxism, to which Sherwood Eddy 
and Professor Sidney Hook contribute two essays, and an examination 
of the Realpolitik of communism, with three brief essays by Bertrand 
Russell, John Dewey, and Morris Cohen presenting their objections to 
communism and a long concluding essay by Professor Hook answering 
their arguments and sketching the essentials of a revised communism 
at variance with the canonic dogmas of the official party. 

Sympathetic and yet not uncritical, Sherwood Eddy gives a general 
account of Marx’s theories, disapproving of the dialectic metaphysics, 
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of the doctrine of violence, of the proletariat as the messianic class, and 
of the labor theory of value. Professor Hook covers the same ground, 
but gives more emphasis to Marxian political theory and goes more 
extensively into the economics of the first volume of Capital—without 
the warning, however, that it was largely upset by the economics of the 
third volume. Some of Professor Hook’s interpretations of Marx will 
scarcely gain ready acceptance. We learn, for example, that to Marx 
materialistic is merely another word for scientific; that in his theory 
“great men... . play a necessary and indispensable réle”; that he did 
not regard communism as the inevitable product of economic evolution 
(p. 120); and that, with him, the social relations of production, so far 
from emerging as the institutional derivatives of the basal mode of 
production, are identical with it and accordingly endure as the princi- 
pal determinant of history. 

Central among the contentions of Bertrand Russell, John Dewey, 
and Morris Cohen are their opposition, with varying emphasis, to the 
cardinal tenets of the materialistic interpretation of history, their con- 
viction that communistic agitations and tactics invite fascism, their 
fear that a revolution in an industrial society will destroy the condi- 
tions indispensable to civilization and social reconstruction, and their 
apprehension that the inflexible dogmatism of the omnivorous Com- 
munist Party in Russia and its brutal dictatorship over proletarian and 


non-proletarian alike offer a dark forecast of the nature of the com- 
munist millennium. Professor Hook makes an exceedingly able at- 
tempt to meet their criticisms. But whether his brilliant ingenuity and 
his faith in regenerative social potentialities are as persuasive as the 
penetrating wisdom of his eminent opponents and their profound 
awareness of stubborn realities, is an absorbing question for the reader 
to resolve. 


M. M. BosBEeR 
Lawrence College 


Capitalism and Its Culture. By JeERomME Davis. New York: Farrar & 

Rinehart, Inc., 1935. Pp. xviiit+-556. $2.25. 

Under this sweeping title Professor Davis has produced an excellent 
and very solidly based compendium of what is wrong with capitalism, 
or, at any rate, that phase of it which we know as American big busi- 
ness, and also of its repercussions on other aspects of American culture 
which are not primarily economic in intention. Unfortunately, he falls 
into the same error as the merchants whom he arraigns for labeling 
their goods with names and descriptions that are not exactly accurate. 
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The promise of his magnificent title is not borne out in the text. Cap- 
italism and the culture of which it is the economic aspect are world- 
phenomena, not peculiarly American, and it may well be doubted 
whether any attempt to comprehend them within national categories 
can be effective or valid. 

The book is really a superior cahier des doléances, with much the same 
virtues and deficiencies as the cahiers of 1789. Like them, it presents 
the existing régime as a mass of evils to be corrected without due re- 
gard to its morality as a whole and without clearly defined new stand- 
ards of reference. Thus many of the grievances listed arise from the 
fact that some people lost money in the processes in which others made 
money. Again, many of the American cultural vagaries which are 
criticized are not in any sense peculiar to American big business civili- 
zation but are common to late (megalopolitan) phases of several cul- 
tures. Mr. Davis should have taken into account John R. Tunis’ 
revelation of commercialized athletics in ancient Greece. 

In some ways the book seems to be oriented as an argument for a 
program of action. It is dedicated “To all whose love of social justice 
impels to action.”’” But what action? The moral-philosophical implica- 
tions of Mr. Davis’ grievances seem to point to patchwork remedies. 
Again the mind goes back to the time of the earlier cahiers, when, as it 
is not even yet sufficiently understood, a program of remedial altera- 
tions in detail of the social and governmental structure of France, as 
broad and as self-conscious as that of the present in the United States, 
was failing to resolve a revolutionary situation. The ultimate resolu- 
tion was essentially different from anything contemplated by the re- 
formers or by the cahiers: the emergence of a new morality, a new 
heaven and a new earth, new ideals capable of irrevocably orienting 
whole masses of humanity. The wealth of material which the book 
effectively reveals indicates that the urgent problem is no longer diag- 
nostic study, but action—blind and fallible, perhaps, like most human 
action—but, at any rate, action. As the recent discussions by Dewey 
and Hocking in the Journal of Philosophy suggest, intelligence can no 
longer work out to effective results among the rigidities of liberalism as 
power. 

Professor Davis hints at larger views that would have been indulged 
in if his project had been suitably subsidized by one of the research 
foundations, thus illustrating how capitalism has extended the range of 
its cultural force over the prophetic function. As it is, his book reflects 


most excellently the confusion of our time. 
F. L. NussBAuM 


University of Wyoming 
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A Statistical Study of Profits. By RayMonD T. Bowman. Philadelphia: 

University of Pennsylvania Press, 1934. Pp. xvii+322. $3.00. 

The work under review fills a need which other studies have not 
met. It is a careful and workmanlike analysis of the rates earned on 
capital investment by numerous industrial and public utility corpora- 
tions, as represented in four sets of data which the author has studied 
intensively. Replete with coefficients, dispersions, and ranges though 
the pages are, Dr. Bowman nevertheless arranges his less technical 
passages in logical sequence and, through a guide provided in the 
Preface, permits the reader to obtain an outline of the findings without 
following the detailed discussions of skewness and kurtosis." These 
non-technical portions of the book will here be discussed. 

The four bodies of data analyzed are: (1) Federal Trade Commis- 
sion materials on earnings in several industries; (2) public utility data 
developed by the Business Research Bureau of the University of 
Illinois; (3) A Source-Book for the Study of Industrial Profits, United 
States Department of Commerce;? (4) Volume I of The Shifting and 
Effects of the Federal Corporation Income Tax, National Industrial Con- 
ference Board.’ These four samples vary considerably in character and 
size; and some contain different numbers of corporations in different 
years. The period covered is from 1914 to 1928, although no one sample 
embraces so many years. All, however, are alike in that they were 
originally prepared to yield, among other things, frequency distribu- 
tions of the earnings rates of individual corporations and not merely 
data from which arithmetic mean averages could be computed. It is 
these frequency distributions of the individual corporations in an in- 
dustry that concern Dr. Bowman principally, and he analyzes them in 
thorough and critical fashion. 

His chief conclusions are that such distributions (1) are positively 
skewed, i.e., the curves are not bell-shaped but are shifted in the direc- 
tion of higher profit rates; (2) are leptokurtotic, i.e., the curves are 
more “peaked” than a bell-shaped or “normal” distribution; (3) show 
(except for public utilities) that the corporations standing at the ex- 
tremes in one year do not, on the whole, occupy as high or as low posi- 
tions in other years—a result of the play of competitive forces; (4) show 
median rates which (surveying the several medians of different distri- 

* The reviewer desires to state that he has read the whole volume and has not 
taken advantage of this short cut. 

? Prepared in 1932 by the present reviewer and Florence M. Clark. 

3 Prepared chiefly by Ray B. Westerfield; published in 1928. 
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butions) cluster about a common figure; and that this fact again points 
to the “cohesive” effect of competitive influences; (5) show median 
earnings rates that over a period of time indicate “‘the tendency of com- 
petition to bring about an equality among the earnings rates of the 
different major industrial groups” (p. 181; this statement is qualified 
on pp. 228 and 244, as will shortly appear). 

The point concerning the “regressive” tendency for individual firms 
—the movement of the high and low earning enterprises toward the 
center—confirms what Professor Horace Secrist has several times 
demonstrated.‘ Bowman’s figures, however, provide us with welcome 
additional evidence, which so far as it goes seems conclusive. 

But with Dr. Bowman’s other conclusions the reviewer is not entire- 
ly in accord. The “clustering” of the median earnings rates for differ- 
ent industries seems somewhat less indicative of “cohesive forces” be- 
tween industries than Dr. Bowman at times assumes. His data show, 
for example, that in the years 1924-28 medicn earnings rates in sixteen 
industrial groups ranged from 8.0 to 16.9 per cent upon capital (p. 
129), but that the most usual median figure was 10, 11, or 12 per cent 
(p. 234). In view of the great breadth of the industrial groups to which 
these ratios relate (“food products,” “metal products,” “wholesale 
trade,” etc.—not, e.g., “bakery products,” “railroad equipment,” or 
“wholesale drygoods”’ specifically), it is not surprising that the medians 
tend to cluster. For each median is a central figure for many hetero- 
geneous influences surrounding it; and we should not expect the median 
earnings on capital employed in the manufacturing processes of, say, 
meat packing, bakery products, canned vegetables, etc., all taken 
together, to differ from that for all wholesale trade in as great a degree 
as the figures for the several subgroups of manufacture and trade would 
differ among themselves. 

Moreover, when a time period is considered, the central tendency 
does not seem so sharply manifest to the reviewer as to Dr. Bowman. 
He arrays the major groups of industries by their median earnings 
rates, correlates their standing in a given year with that in the succeed- 
ing years, etc., and finds “there is some tendency to maintain a given 
ranking but in general the correlation is low” (p. 180). The evidence 
presente! does not seem really to confirm the point that the different 
groups by and large fail to maintain their positions. I use the word 
“really” here in contrast to “statistically.” Some groups maintain their 
positions; some do not. The correlations are negative for some years, 


4 Most recently in The Triumph of Mediocrity in Business (1933). 
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positive for others, “low” in some instances, higher (0.67 or 0.76) in 
others. I do not know just how high or low a set of coefficients would 
have to be to prove this point one way or the other; but with only 
sixteen industrial groups ranked, we can cast aside all coefficients and 
just look at the figures (Table 22, p. 179). And doing this for the period 
1924-28, the reviewer counts eight groups that seem to maintain their 
(high or low) standings rather well. The most consistent record is that 
of the printing group; its rank in those five successive years was 1, 
2, I, 1, 1, while the poorest record of the eight thus counted is the 
food group, which in the five years stands 4, 9, 6, 4, 4. 

Dr. Bowman’s most important conclusion is related to this general 
point concerning the influence of competition upon different firms and 
different industries. He feels clearly that there is evidence of centraliz- 
ing tendencies at work—and there is. No observer of industrial prac- 
tices, policies, and profits doubts for a moment that competition is 
present in most industries. But he also realizes that the degree to which 
competition is effective varies greatly. This the statistics of profits 
show clearly. Thus “the effectiveness of this central tendency,” says 
Dr. Bowman, “‘is counteracted by other factors making for permanent 
differences in earning power” (p. 222). Again, variation in profit rates 
of individual corporations, he remarks, “exhibits the effect of common 
causal elements making for uniformity . . . . but this disparity is never 
eliminated because a succession of modifications, in the total causal uni- 
verse takes place in such manner as to breed a new disparity” (pp. 
243-44, author’s italics). 

This is his general view, and thus far it is sound. But with respect 
to the problem of differences between industries, the problem goes 
deeper that Dr. Bowman seems to grant when he states: 

A question that might well be asked . . . . is this: if earnings ratios tend 
toward the central value between two successive years, why not find out 
whether, after several years, the earnings ratios actually attain the position 
toward which they tend? Such a question misses entirely the conditions 
which surround the data. If the conditions present in a given year were al- 
lowed to work themselves out and were not disturbed by other new condi- 
tions which develop in the course of time, such a result might be expected. 
When, however, we know that new conditions are arising continuously, the 
fact that the tendency toward a central value is never completely realized 
does not change the significance of the tendency [pp. 222-23]. 


This either constitutes too cavalier a disposal of the problem or else 
involves a verbal issue that confuses a point of fundamental im- 
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portance. For what do we mean by tendency, by significance? A set 
of statistics may show a “tendency” toward a central value, but if ; 
that tendency is only very partially realized, its significance is surely 
very different than if it were almost completely realized. The passage 
quoted recalls the traditional categories, “economic statics” and “eco- 
nomic dynamics.” If there is anything to which realistic statistical 
analysis ought to contribute, it is to break down this distinction, to tell 
us in how far the dynamic aspects of an industrial situation do vary 
from static postulates. A given tendency may perhaps be found to 
exist in almost any body of data, but unless by “significance” one 
means merely the fact of mathematical presence, its significance varies 
with the extent to which it is actually effective. 

I stress this point not so much because of my disagreement with the 
particular conclusion advanced by Dr. Bowman as because of my belief 
that the principal task of statistico-economic analysis becomes clearer 
if the point is made without equivocation. This task, as I see it, is to 
define more sharply such concepts as one-quarter, one-half, three- 
quarters effectiveness as applied to this or that particular problem; 
then to tell us the degree to which tendencies are effective or impotent. 
Thus far, few such norms for the measurement of economic tendencies 
have been set up, because of the large number of variables and counter- 
tendencies involved when any one tendency is measured. For it is not 
simply in one or two but in many directions that the effectiveness of a 
particular tendency needs to be appraised; and the assumptions that 
must be made prior to the actual computation of data in such a case 
often called for a non-mathematical system of weights difficult to 
devise. 

Yet if inductive materials are to realize their promise for economic 
theory, such assumptions and such measurements must soon be made. 
The statistical analysis of industrial and financial data doubtless is 
going through several stages, which I venture to suggest only at the 
usual risk of oversimplification. First, a stage of simple compilation of 
facts, whether related to some theoretical tenet or not—just “sta- 
tistics.” Second, the compilation and analysis of sets of facts definitely 
related to principles that are part of the framework of “accepted” doc- 
trine, whether of the Marshallian organon or some other. Here the 
objective is simply or largely: do the “inductively derived” materials 
confirm or refute the particular principle which it is sought to test? 
Are its existence and the fact of its functioning confirmed or not? 
Third, not merely “‘is it or isn’t it,” but what do the facts show con- 
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cerning the degree to which the principle is effective? To what extent 
are “counter-tendencies” effective; shall a new generalization be con- 
structed because of their strength and pervasion; or ought the old ac- 
cepted tenet still stand, qualified further though it may perhaps need 
to be? 

In this third stage we have not advanced very far. None the less, the 
keen spade work of investigators like Dr. Bowman is beginning to make 
such advances more possible. If I have been unduly critical of his con- 
cluding chapter, it is only because I feel so strongly that the sig- 
nificance of statistical tendencies for economic rather than statistical 
purposes needs more exploration and attention than it has yet received. 
Dr. Bowman is conscious of this problem, but as its title implies, his 
is primarily a statistical study. I have chosen to review only certain 
sections of it, and have been biased in the choice of those because of my 
special interests in the field of profit theory. Nor have I, in criticizing 
Dr. Bowman’s conclusions, mentioned a passage that should in fair- 
ness be cited because it removes the ground for some of my criticism: 

With full recognition of . . . . difficulties, we shall speak . . . . in as posi- 
tive a tone as seems justified, so as to provide later investigators with some 
definite points of defense or attack This attitude is adopted in the 
belief that undue caution may be quite as serious a defect as an excess of 
confidence [p. 220]! 


Were more investigators possessed of the same attitude, economic 
science would advance more rapidly. Perhaps no Hegelian dialectic 
can be literally invoked in statistical discussions. But its moral equiva- 
lent may be approximated if the investigator does not hestitate to de- 
velop and to utilize data that are not wholly adequate if he constantly 
reminds himself and his readers of their limitations. 

RapH C. EpsTEIN 


University of Buffalo 


Secular and Cyclical Movements in the Production and Price of Copper. 
By Cuartes Louis Knicut. Philadelphia: University of Pennsyl- 
vania Press, 1935. Pp. xiii+-153. $2.00. 

For an avowedly purely historical survey of an industry this book 
is well worth while. It is a study of trends and cycles in the production 
and price of copper throughout the world. It is a frank effort to sift 
and resift a large mass of data, drawing inferences from a preliminary 
analysis, then proceeding to verify them by more detailed study. But 
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two analyses of the same data by the same author, however casual the 
one, however precise and detailed the other, are bound to yield a great 
many identical conclusions. The student must carefully avoid think- 
ing that inferences thus obtained bear as much weight as though the 
hypotheses had an independent source. 

A number of facts pertinent to the industry are ably set forth. 
Copper is an industrial raw material of world-wide production, re- 
sponding favorably to highly integrated organization, to domination 
by American capital. There are few sales agencies, but competition is 
general. Durability is such that replacement demand is negligible. 
World or total production has shown much less fluctuation than that 
of individual countries. New York, London, and Hamburg are the 
important copper markets. Like those of other “international” com- 
modities, copper prices are closely geared. Relatively insensitive to 
improved techniques or production economies, they have responded 
quickly to, and followed closely, general business conditions. The 
period studied (1879-1930) has seen a decline in the average duration 
of the cycles in prices and consumption, but an increase in the length 
of the production cycles. This the author regards as proof that produc- 
tion cycles are independent of consumption. 

The book suffers from a great wordiness, inevitable when the sym- 
bolic short-cuts of a mathematical approach are disregarded. There 
is not a trend equation given. Freehand curves, fitted throughout, 
make it impossible to judge goodness of fit, the number of degrees of 
freedom, the significance of these unreported (because uncomputed) 
parameters. Such curves place too much reliance on what the eye 
reveals. The statistician should be as wary of optical as of numerical 
illusions. (E.g., But for data in a remote part of the book on cyclical 
amplitudes and durations, one cannot tell whether the apparent greater 
smoothness of the total or world-production series is real or simply due 
to the fact that the scale used is so small—being in the higher reaches 
of a logarithmic chart—that important changes appear insignificant.) 

It will be disappointing to some, who hope for a survey of the con- 
temporary scene in the copper industry, to find that the author 
terminates his analysis in 1930, failing to test it against the stormy 
fluctuations of the last half-decade. 

Observing that copper production is increasing at a decreasing rate, 
the author feels this is due, in part at least, to that obstacle to expan- 
sion, the point of diminishing returns. Now neglecting changes in the 
prices of the productive factors, as Knight evidently does, it is still 











122 BOOK REVIEWS 


true that the point of diminishing returns is practically insignificant, 
in the determination to produce more or less. This is a question of 
the relation between marginal cost and marginal revenue, or, for 
competition, between marginal cost and price. As long as the latter 
exceeds the former, production will be expanded. This is the only ra- 
tional limit, and it is essentially pecuniary, not physical. 

It is to be regretted that Knight was unable to apply his analysis of 
the various cycles to monthly price and production data. With annual 
data, the minimum cycle to be obtained is two years long. During 
more than fifty years, in eleven countries, Knight observes only 
seventy-seven cycles. Twenty of these are of either two- or three-year 
duration. Thus in more than 25 per cent of his cycles, single statistical 
observations represent either the upswing, or the downswing, or both. 
Rather than “personal judgment” this is pure guesswork. No man 
(nor any group of men) is competent to say of a particular annual 
production figure for any country that it is not “random” but is 
“cyclical.” 

Declines in general business conditions have been accompanied by 
mounting copper stocks, falling copper prices. This, Knight holds, 
shows price follows demand, proves producers have not sufficient con- 
trol over supply to set the price. But this argument is purely negative. 
Knight must needs show that producers are worse off when adding to 
inventory at gradually lowering market prices than when maintaining 
prices in the face of a practical cessation of demand. 

In a complicated, wordy argument, Knight reasons that secondary 
(i.e., scrap) copper production reduces the amplitude of primary pro- 
duction cycles. It is doubtless true that the existence of secondary 
sources dampens the primary cycles, but the existence of any other 
primary sources than those included in a study would have the same 
effect on the sources studied. To the market, scrap is just another 
source. It differs from a mine only in that secondary supplies are more 
predictable, more limited. 

One of the author’s most interesting observations is (p. 114): 
“. . . . Thirty-five of the forty-nine production cycles occurring in all 
of the countries were presumably the results of the same causal factors. 
An explanation of these factors must await an analysis [of copper pro- 
duction-price relationships].”” This, the reviewer believes, is the real 
problem challenging the student of copper statistics. The historical 
background for such a study is well presented by this book. 

FRANcIs McINTYRE 
Stanford University 
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50 années de I’ Institut International de Statistique. By FRIEDRICH ZAHN. 
The Hague: Institut International de Statistique, 1934. Pp. vii+ 
181. 

In 1934 the International Statistical Institute celebrated its fiftieth 
anniversary. Its president, the author of this book, used this oppor- 
tunity to write a history of the institute. He first reviews the early be- 
ginnings of international discussions and meetings with regard to sta- 
tistical work, the later foundation of the institute, and its organization 
and co-operation with other international institutions. The major part 
of the book he devotes to a brief review of the work the institute has 
done in the last fifty years. He describes the many theoretical and 
practical problems with which the statisticians are faced and with 
which the institute has dealt in the twenty-one meetings that were held 
before its fiftieth birthday meeting in London (1934). The papers pre- 
sented at these meetings, which have all been published, and the dis- 
cussions held, concern almost all fields of statistics. Since, however, 
many of the institute’s members are engaged in practical statistical 
work, the institute has not devoted much of its time to problems of 
statistical theory and to mathematical statistics, but has been mainly 
concerned with questions regarding statistical practice. 

The institute and its procedure have almost a unique character. 
Membership is limited to two hundred persons who are engaged in 
statistical work or in statistical or economic science. Although most 
problems discussed at the institute’s meetings are of great, and some- 
times urgent, importance, the institute has no way of influencing di- 
rectly the actual statistical work and of seeing its findings adopted and 
used in practice. It must rely on the hope that scientific truth may win 
through after some time, and that some of its members who are in 
charge of, or engaged in, statistical work in their countries may find it 
expedient to put the institute’s resolutions into practice. In this re- 
spect the book is somewhat disappointing. It would have been useful if 
the author had not mainly recapitulated the institute’s papers and dis- 
cussions, but had analyzed more fully the extent to which the institute’s 
work has actually influenced statistics in different countries, and 
whether it has succeeded in promoting to some extent the international 
comparability of statistics. It, furthermore, might have been advisable 
to outline the many immediate tasks ahead of those engaged in statis- 
tical work, particularly in international statistics. This would have em- 
phasized the importance of the future relations between the institute 
and some of the international organizations, particularly the League 
of Nations. The author mentions the serious difficulties which arose 
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after the League of Nations started to work, and the many discussions 
of, and the literature on the relationship between the institute and the 
League; there, it was sometimes suggested that the institute should 
cease to exist, since the League could, and ought to, undertake its work. 
However this may finally be settled, real and efficient work for increas- 
ing the international comparability of statistics and for enlarging our 
knowledge of the economic and social events can only be done by an or- 
ganization which is not composed of so-called “independent” scien- 
tists, but of persons who represent responsible governments and whose 
co-operation may insure later action. The League, in spite of its de- 
ficiencies and weaknesses, is the only body available for this purpose. 
The closer the institute co-operates with the League, the better for the 
promotion of international statistics. 

The book will be highly welcome to all those who are interested in 
the internationality of statistics; and it is much to be hoped that it may 
help increase the occupation with, and the interest in, these problems, 
which deserve much more attention than they often find. 

Otto NATHAN 
New York University 


Trend Analysis of Statistics: Theory and Technique. By Max Sasvuty. 


Washington: The Brookings Institution, 1934. Pp. 421. $5.00. 

In a Preface to this book by Mr. Harold G. Moulton, President of 
the Brookings Institution, we are told that the volume has been in 
process of development over a period of nearly ten years, that during 
this time the principles and the form of the methodology presented 
have been thoroughly tested, and that the author has endeavored to 
synthesize the recent developments in trend analysis and to extend 
these developments. He believes that while the book is designed par- 
ticularly to facilitate the analysis of data in the social sciences, it will 
also furnish useful tools for the engineer, the physicist, the actuary, 
and for others who deal with ordered series of data. 

A few quotations are herewith given from the author’s introductory 
chapter, which indicate his point of view and objectives: 

Essentially, trend determination is a systematic summary description of 
basic facts In the analysis of economic time series the réle of trend 
determination extends beyond summary description. Here it is a primary 
step in the attempt at disclosing the essential character and interrelations of 
the varied social-economic phenomena reflected in the recorded data 
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The primary purpose of the book is to derive formulas and computation 
schedules that will simplify as much as possible effective, practical trend 
analysis. To a large extent the fitting technique is designed to utilize the 
unusual advantages afforded by the modern listing-adding machine 


After the introductory chapter the balance of the work is divided 
into three books, of which the first is entitled “Fitted Polynomials in 
Trend Analysis” and consists of six chapters. The first three of them 
are devoted to a detailed explanation of the fitting of polynomials to 
data by the method of least squares and by moments, including an 
analysis of the orthogonal form of the polynomials. Chapter v is de- 
voted to the mid-range leading difference parameters and their rela- 
tion to interpolation. This leads to the general subject of interpolation, 
which is covered in chapters vi and vii, chapter vi being limited to the 
Lagrangian and divided difference formulas and chapter vii taking up 
central difference interpolation, smooth junction interpolation, in- 
verse interpolation, and approximate integration and summation. The 
reviewer was somewhat shocked in reading this chapter to find the 
author attributing Dr. Sprague’s fifth degree osculatory interpolation 
formula to Professor Glover. The formula in question was published 
by Dr. Sprague in 1881 in Volume XXII of the Journal of the Institute 
of Actuaries, but his name does not appear in the work under review 
even in a footnote. 

Book two is entitled “Trend Determination by Data Sums and 
Averages” and consists of five chapters. 

Chapter viii discusses the relation between power moments and 
factorial moments and makes the closest approach to actuarial ideas of 
graduation by taking up the subject of moving polynomial arcs. The 
treatment of the subject in this chapter and elsewhere indicates, how- 
ever, that the author is very largely preoccupied with the idea that the 
fitting of polynomial arcs is the standard method of trend analysis with 
which all others must be compared and by which they must be meas- 
ured. He gives no attention whatever to those considerations of 
smoothness of graduation which have led the actuaries who have in- 
vestigated this question to reject moving polynomial arcs as unsuited 
to their purposes. 

Chapter x is devoted to the expression of iterated moving averages 
in terms of factorial moments, and chapter xi to the moment equiva- 
lence conditions for function arcs. One here notes with surprise, how- 
ever, the inclusion of formulas and processes which apparently contem- 
plate adjustments in the end terms of the series obtained by moving 
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averages in such a way as to reproduce the second and higher moments 
although there is a second difference error throughout the entire series 
and the burden of the whole correction for it would be thrown into the 
end terms. 

Chapter xii is devoted to the expression of the parameters in various 
forms of functions in terms of factorial moments and concludes with a 
useful discussion of criteria for determining from the moments the 
possibility of fitting a certain type of curve without actually calculating 
the curve. 

Book three, entitled “Analytic Trend Fitting by General Systems 
of Polynomials,”’ consists largely of a review and amplification of sub- 
jects already treated, special features worthy of mention being the 
direct expression of the closeness of fit in terms of the coefficients 
of orthogonal polynomials and the expression in chapter xvi of the 
parameters and fitted values as integral multiples of the original data. 

Appendixes are added giving useful tables prepared by the author. 

Although this book can hardly be rated as a complete and well- 
rounded discussion of the subject of “Trend Analysis,” it does contain 
much material which would be of considerable assistance to anyone 
interested in the subject of the fitting of polynomials to rough data. 

R. HENDERSON 
New York City 


Grundfragen der angewandten W ahrscheinlichkeitsrechnung und theoreti- 
schen Statistik. By Kart Marse. Miinich: C. H. Beck, 1934. 
Pp. 177. RM. 8. 

It is stated in the introduction that the primary purpose of this book 
is not really mathematical but rather philosophic, or perhaps what may 
be appropriately called statistical. The fundamental problems that are 
considered relate to the characterization of statistical data by means 
of probability theory. Much attention is given to what have been 
called “pure” groups or sequences in the results of games of chance and 
other statistical phenomena. Indeed, the author gave" an exposition 
as early as 1899, on the relation of probability theory to reality, in 
which he found decided discrepancies, in the case of his pure groups, 
between theory and observations. A theoretical explanation of the 
anomaly was given by H. Griinbaum? in 1904, but Bortkiewiez showed? 

* Natur philosophische Untersuchungen zur Wahrscheinlichkeitslehre. 

* See Czuber, Wahrscheinlichkeitsrechnung, I (1912), 163. 

3 Die Iterationern (Berlin, 1917), pp. 70 ff. and 145 ff. 





BOOK REVIEWS 127 


in 1917 that the explanation of Griinbaum was not entirely valid and 
developed an appropriate theory based on the investigations of Bruns.‘ 
The author calls all this experience a comedy of errors. 

Much of the book is devoted to the analysis of sequences of observa- 
tions by means of overlapping groups and by the testing of the dis- 
crepancies of observations from theoretical expectation. The value of 
probability in the formulation of hypotheses is recognized, but the 
author considers that a priori probability has only scanty practical 
value. He thinks his critics have misunderstood him in this connection, 
for he regards a priori probability of value in building up concepts for 
the description of certain phenomena. While a posteriori probability is 
described as the kind of probability that is based on statistical data, 
and is an expected relative frequency, no systematic treatment of the 


rationale underlying the subject is given. 
H. L. Rretz 


State University of Iowa 


Commercial Banks, 1925-1933. By THe Economic INTELLIGENCE 
SERVICE OF THE LEAGUE OF NATIONS. Geneva, 1934. Pp. 336. 
This comprehensive volume is a continuation of the Memorandum on 

Commercial Banks, 1913-1929, which appeared in 1931. Eleven coun- 


tries which were not covered in that compilation are now included, and 
some of the information previously given at length has been repeated 
or summarized. As now published, there is provided rather complete 
statistical material on the commercial banking systems of twenty-four 
European nations, the British Empire, nine South American countries, 
Mexico, and the United States. Even a casual survey of this publica- 
tion will give to the reader a bird’s-eye view of the history, organization 
and operation of banks in most of the important countries throughout 
the world, with special emphasis upon the years since 1924. Unfortu- 
nately Russia is not included. Nowhere else within the reviewer’s 
knowledge is such a compendium of banking information available. 
Most of the accounts dealing with individual countries emphasize 
events just prior to and during the depression. Special emphasis is 
given to the international financial crisis of 1931. The tracing of the 
spectacular incidents of that summer from country to country is well 
done and as a result we have a panorama of international financial 
hysteria that will long be read by students the world over. The inti- 


* Das Gruppenschema fiir sufdllige Ereignisse (1906). 
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mate contacts between the chief financial centers stand clearly re- 
vealed. A spectacular incident in one country frequently had dis- 
astrous repercussions elsewhere almost immediately. 

The memorandum points out the difficulty of trying to determine 
the causal relationship between the fall in world-production and prices 
and the sharp contraction in the volume of credit extended by com- 
mercial banks and in its effective use. One group argues that contrac- 
tion of bank credit is the cause; the other, that it is the effect. “It is no 
part of the task of this memorandum to attempt to prove the general 
validity of those two propositions; both are, in fact, incapable of con- 
clusive demonstration by means of banking statistics alone” (p. 5). 
Furthermore, there is no satisfactory measure of the expansion of bank 
credit, and estimates of changes in the velocity of circulation of 
deposits are available only for a few countries. “All that can be said 
with certainty is that between 1925 and 1929 the total volume of 
commercial bank credit outstanding increased very considerably and 
that this increase differed considerably from country to country.” 

Total commercial bank deposits increased over 200 per cent in 
Poland between 1925 and 1929. Other countries showing an increase 
of over 100 per cent during those years were Hungary, Latvia, Estonia, 
and Colombia. The following countries showed increases of between 
50 and roo per cent: Germany, Belgium, Roumania, Lithuania, Bul- 
garia, France, Brazil, Uruguay, and Spain. These were the nations in 
which the war and post-war inflation had been the greatest. The 
United States, Japan, Italy, the Argentine, and most portions of the 
British Empire showed a much smaller increase. An interesting fact is 
that in Norway, Sweden, and Denmark a contraction instead of ex- 
pansion of bank credit took place, with no apparent detrimental effect 
upon production and economic activity. 

Several undesirable tendencies were evident during those years in 
many European countries—the wide use of deposits by depositors 
merely as investments, the use of borrowed foreign short-term funds 
for long-term purposes, and the tendency of the commercial banks te 
permit aa increase in their liabilities to the public, in the form of 
deposits, without increasing their own capital resources in proportion 
(p. 10). 

When the contraction in bank credit came after 1929 it proceeded 
unevenly from country to country. There was, on the whole, little 
contraction until after the middle of 1930, after the depression was well 
under way—bank credit being sustained largely because of past com- 
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mitments at former price levels. Those contracting their commercial 
bank deposits from 40 to 60 per cent between 1929 and 1932 were 
Latvia, Poland, Austria, Roumania, Bulgaria, and Germany. A decline 
of from 20 to 30 per cent was registered in Belgium, Portugal, Mexico, 
Colombia, the United States, and Venezuela. But some countries 
showed an actual increase, instead of decline, during these same years: 
England, Wales, Brazil, Sweden, Switzerland, and Peru. The outline 
of the development of bank contraction in various countries through- 
out the world is one of the most worth-while portions of this study. 
Other valuable sections deal with the movement of central-bank dis- 
count rates, bond yields, long-time interest rates, and bank profits. 
By 1933 contraction was over and another period of expansion was 
under way in most countries. Those who argue that a strict laissez- 
faire policy could have been followed with regard to the depression by 
various governments should remember that, through sheer force of 
necessity, there came 
.... in most parts of the world a notable extension of the réle of the state 
in the field of banking. This extension has taken several forms: direct 
financial assistance has been granted by governments to banks to enable 
them to write off losses and improve their liquidity; legislation has been 
passed setting aside or changing past contracts; legislation has been passed 
directly controlling the activities of central banks; and, finally, new central 
banking institutions have been set up in several countries [p. 44]. 
CHARLES S. TIPPETTS 
University of Pittsburgh 


Monetary Policy and Economic Stabilization: A Study of the Gold Stand- 
ard. By Artuur D. Gaver. New York: Macmillan Co., 1935. Pp. 
xiii+ 288. $3.00. 

As a monetary writer Mr. Gayer belongs unmistakably on the side 
of reason and light. He would, for one thing, rather trust the intelli- 
gence and integrity of man than the benevolence of nature (meaning 
in the monetary sphere the “automatic” gold standard). He would also 
prefer, if it were necessary to accept one or the other, the evils of mone- 
tary expansion to those of monetary contraction. In fact, on most of the 
important issues of current controversy such as the gold standard ver- 
sus monetary management, external exchange stability versus internal 
economic stability, free versus controlled foreign lending, etc., Mr. 
Gayer is thoroughly in the Keynes-Hawtrey line of Anglo-American 
monetary thought. 
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The study here under review partakes of the virtues of this group of 
monetary writers: virtues which have great intrinsic weight and which 
appear particularly shining when contrasted with the stupidity and 
obscurantism of the monetary die-hards. But this group also has its 
limitations, and these limitations are evident in Mr. Gayer’s work. 

Take, for instance, his discussion of the post-war setting for the gold 
standard. In common with most other monetary writers he lays great 
stress on the growing “rigidity” of the economic system. He also urges 
that an essential condition for the successful functioning of any sort 
of monetary standard is the restoration of a greater measure of flexi- 
bility in prices and costs. But there are two questions with respect to 
this “restoration of flexibility” which Mr. Gayer, like most of his fellow 
monetary students, fails even to raise. 

The first is: Whose interest will the agencies which are to be used 
in restoring flexibility serve in practice? Mr. Gayer, like so many other 
economists, cheerfully assumes the reality of a common interest in con- 
temporary society, which he believes such instrumentalities as wage 
arbitration boards can and will be mad to serve. The second question 
is: What grounds are there for believing that instead of becoming more 
flexible the present economic system will not inevitably become more 
and more rigid? On page 171 we are told, for instance, that economic 
planning—meaning capitalist, not socialist, planning—does not neces- 
sarily mean price rigidity and restriction of output but on the contrary 
can and must be used for the creation of a more flexible economic struc- 
ture. It is too bad that Mr. Gayer does not tell us how he arrives at 
this conclusion. In the absence of further enlightenment on this point 
students of economic development who have found themselves impelled 
to exactly the opposite conclusion will undoubtedly be unable to share 
his optimism. 

A similar difficulty arises in connection with the general problem of 
economic stabilization. Mr. Gayer refers frequently to the “right” or 
“proper” relation between costs and prices as the essential condition 
of stability. In so doing he assumes that there is such a thing as a 
“right” relation from the point of view of stability, and hence, more 
fundamentally, that stability is somehow inherent in our economic 
society and need only be given a chance in order to manifest itself. 
But this, far from being a self-evident truth, is precisely the crux of 
the whole problem of stabilization. Many profound thinkers have 
pointed to the fact that change and disruption of all that is established 
and familiar is of the very essence of the capitalist economy. (An ex- 
tremely careful and realistic exposition of this view is contained in 
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Professor Slichter’s recent book, inappropriately entitled Towards 
Stability.) If this diagnosis of the essential nature of capitalism be 
correct, the question must be faced as to whether or not stability is 
even a relevant category in the discussion of contemporary economic 


problems. 
ALAN R. SWEEzY 


Harvard University 


Liquid Claims and National Wealth: An Exploratory Study in the The- 
ory of Liquidity. By Apotr A. BERLE, Jr., and Victoria J. PEDER- 
son. New York: Macmillan Co., 1934. Pp. xvi+248. $2.50. 

The most unsatisfactory status of the liquidity problem in current 
monetary and banking literature should attract attention to a recent 
book which attempts to deal with this problem. The present study, as 
a whole, is, however, disappointing, because of the neglect of the most 
important economic aspects of the problem. The relevance of liquidity 
or illiquidity of assets to the volume of money, to its velocity of circula- 
tion, to cyclical fluctuations of trade, to the efficiency or inefficiency of 
central banking policy, to the soundness or unsoundness of capital allo- 
cation, etc., are virtually left out of the discussion. It is concerned 
mainly with two points which are not sufficiently distinguished. 

First, the main attempt of what the authors call their theory of 
liquidity is the elaboration of the distinction between a “‘real’”’ and an 
“artificial” liquidity. This they identify with the controversy between 
the classical idea of self-liquidating and the Moultonian concept of 
shiftable assets. But they give a rather specific meaning to both con- 
cepts as the following summary shows (p. 47): “There is all the differ- 
ence in the world between a housewife buying a pound of sugar, the 
price of which goes to repay a loan to the bank, and an investor buying 
a stock or bond, the price going to relieve some previous investor of the 
same security.” They think that liquidity based on the flow of goods 
to the ultimate consumer “has behind it a traditional history, a statis- 
tical method, which gives similar bases for measurement, and is, in 
general, a far more calculable rhythm’’; while shiftability based on the 
flow of savings is incalculable and can be easily upset by “a purely 
emotional process” (pp. 184 f.). Consequently artificial liquidity is by 
no means safe, unless a banking system should be devised which would 
rule according to its concepts of the flow of savings (both in quantity 
and in direction) the valuation of securities and real estate (pp. 290- 


93). 
Except for the last suggestion and for similar ones to maintain “arti- 
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ficial” liquidity by controlling the speculation of stock exchanges and 
by creating a sort of central mortgage rediscount bank (p. 195), the 
argument is on the lines of the conservative approach. The distinction 
of two kinds of liquid assets goes back to the 1830’s, and is widely used 
today (Westerfield, Suviranta, etc.). Unfortunately, the theory of 
the authors is even more naive than the nineteenth-century analysis 
used to be. Why should just goods for immediate consumption have 
the character of a somewhat calculable, or at any rate steady, flow? 
And do they all have the same character? The authors have seen a 
problem, so to speak, at a distance, but apparently failed when they 
came to close grips. They also failed fully to realize the implications 
of the shiftability analysis which does not simply supplement the old- 
time liquidity concept but rather undermines it fundamentally. It 
leads to the denial of any liquidation as a necessity (or possibility?) 
for a financial system as a whole. 

The naiveté of an approach which tries to overcome the difficulties 
of the liquidity problem by dealing with it from the angle of liquidation 
of assets is even more apparent in the second approach of the study, the 
statistical one. It consists in the attempt to compare the total of “‘net 
liquid claims” with national wealth, showing that the percentage ratio 
has about doubled (34 per cent against 16 per cent) within the last 
fifty years. The net liquid claims are the sum of bank deposits plus the 
cash surrender value of life insurance policies plus the total of domestic 
stocks and bonds minus certain deductions to avoid double counting. 
To all appearances such statistics mean something to the authors with 
regard to the previously discussed problem of liquidity. Their only 
possible meaning from that angle is the one of difficulty to “liquidate” 
at once all or most of these claims, a process which is not discussed ex- 
plicitly and which is hardly within the reach of intelligent discussion; 
it means confusing the liquidation of assets which turns them into de- 
posits, and the liquidation of these deposits. 

The volume of securities in relation to national wealth also implies 
interesting problems of social control which are vaguely hinted at in 
rather sentimental terms by the authors. The statistics themselves are 
questionable indeed; the real contribution of the book consists in the 
few chapters discussing the “mechanisms” of marketing and of a juridi- 
cal nature used to maintain artificial liquidity. Although they do not 
offer much that is new, the attempt to organize data under this point of 
view is valuable, and it suggests the desirability of a thorough study of 
markets to determine their functions for the creation or maintenance 
of “liquidity.” 





BOOK REVIEWS 133 


The co-operation of a legal and a marketing expert with a statisti- 
cian, as in the present study, proves valuable so far as it goes; but the 
co-operation of an economist was obviously lacking. 

MELCHIOR PALyI 
University of Chicago 


100% Money. By Irvinc FisHeR. New York: Adelphi Co., 1935. Pp. 
xx+212. $2.50. 

So long as all money was full-bodied, exchanging for other goods at 
its commodity value, the right of issue was of no value to the possessor. 
The assumption by governments of the issuing function involved them, 
on the contrary, in considerable expense. The task was undertaken, if 
at all, for the convenience of the public or for prestige. Many govern- 
ments, however, preferred to leave the matter to their neighbors, and 
the use of foreign coin was widespread. Apart from counterfeiting, 
there was no occasion to worry over competition from private issuers. 
So soon, however, as a fiduciary element entered into the coinage sys- 
tem, the right of issue became a valuable privilege, dependent, of 
course, upon some degree of monopoly. The consequent efforts of gov- 
ernments to arrogate this monopoly to themselves have been steadily 
frustrated by the devices of private engrossers. The history of the regu- 
lation of the money supply could, indeed, be written in terms of a strug- 
gle for power between the central authority and individuals more or 
less subject to its control. 

All money not full-bodied implies a greater or smaller use of debt as 
circulating medium, and the latest evolution in this field is the employ- 
ment of private bank notes or intangible promises to pay (deposit liabil- 
ities) as money. For a given quantity the objections to the use of pri- 
vate debt as currency are certainly as strong as those which can be 
brought against public obligations, and the case can be put either on 
ethical or on economic grounds. Professor Fisher lays stress upon the 
latter and asserts that the lack of responsibility of the private issuers 
of circulating medium for anything but their own interest and profit 
is the principal cause of the immense evils which afflict our present eco- 
nomic system. 

The vicissitudes in the supply of a circulating medium which is de- 
pendent upon the disposition of potential borrowers and lenders to 
enter, or withdraw from, a certain special type of loan contract are ob- 
viously not likely to correspond with social needs and, in fact, tend to 
thwart their satisfaction. Professor Fisher, developing the thesis of a 
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group of University of Chicago economists, therefore proposes to sepa- 
rate the lending function of banks from the supply of currency. He 
would have commercial banks divided into two departments, one with 
a 100 per cent cash reserve to receive demand deposits and pay checks, 
and the other with a cash reserve approaching zero, to lend, at relative- 
ly short-term, its capital funds, time deposits, and the proceeds of is- 
sues of debentures. The 100 per cent cash reserve for the deposit and 
checking department would be obtained by the banks through the sale 
or pledge of government or other securities to a Currency Commission 
which would have the sole power to issue and withdraw currency, 
would provide rediscount facilities, and would be charged with the duty 
of using all its powers to maintain a stable value of the dollar. 

Except for the Currency Commission, which has its analogue in the 
Federal Reserve System, this is a reversion to forms of commercial 
credit which prevailed before modern “improvements” were invented. 
The book therefore raises the whole question of the net value of the 
“banking principle” of currency issue, which Professor Fisher appraises 
at a decided negative. He makes a powerful, if somewhat overstated, 
case which puts the burden of rejoinder squarely upon practitioners 
and defenders of the status quo in banking and will require of them an 
apologia pro vitis suis. 

No one can afford to miss this book, which is a magnificent essay in 


persuasion on a question of the very first order of importance. 
FRANK D. GRAHAM 


Princeton University 


Das Leben der Erwartungs- und Kreditwirtschaft. By GottFRIED Kun- 

WALD. Jena: Gustav Fischer, 1934. Pp. 152. RM. 3.50. 

The foregoing book is an example of that type—only too common 
among German writings in the economic field—where the author’s 
main preoccupation seems to be a striving after originality, both as 
regards the thesis put forward and the method of presentation. Over 
innumerable pages, and with a great flourish of stylistic and dialectical 
skill, these authors proceed to say so little that is essentially new or 
interesting that we not only regret the waste of labor involved but are 
even at a loss to understand why the books were written at all. For 
instance, the various impressive “new principles” which have recently 
been blazoned forth as last judgments on past and present methods of 
economics (for example, the various forms of “organic economics’’) 
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turn out finally to be nothing but “terminological revolutions” in 
already well-established parts of economic theory. 

Kunwald’s “naturwissenschaftliche Methode” (method of the natural 
sciences) and his “gesamtpsychisches” Erklérungsprinzip (social psychic 
principle of interpretation) are to some extent open to the usual ac- 
cusation against the “‘reformulation school of economics”: that in so 
far as they are new they are not correct, and in so far as they are 
correct they are not new. 

In this respect, however, it may be said to the author’s credit that 
he succeeds in treating and expounding monetary and business cycle 
theory—the central themes of this work—in their present (or recent 
past) stages of development, and thus spares the reader any tiresome 
repetition of problems that ar> now old history. Apart from some 
somewhat exaggerated attacks on the “mechanistic” quantity theory 
(under which the author includes Fisher’s equation of exchange and 
Keynes’s price-level formulas) and one or two other slight lapses, this 
work—elegant, although at times almost too lyrical in style—might 
well serve as an up-to-date textbook on modern monetary and business 
cycle theory. If only this had been the author’s systematic intention, 
he might indeed have enriched theoretical literature with an interesting 
textbook of real scientific value. 

But unfortunately the author had no intention of writing a text- 
book. His sole purpose was to expound and advocate his “‘method of 
the natural sciences” and his “social psychic” principle of explanation. 

The author’s definition of the “naturwissenschaftliche Methode”’ is as 
follows: “always look upon the events of nature as miracles, which our 
thoughts may freely approach in reverence before the events them- 
selves, but without wish, criticism, valuation or any desire except to 
worship God in these wondrous happenings” (p. 6). These directions 
might be held to apply to any non-political (i.e., truly scientific) 
thought whatsoever and can only serve to recall this fact rather than 
to introduce to us any new method of thinking. And what are we to 
understand by “gesamtpsychischen Geschehen,” when the author him- 
self has omitted to explain either what he meant by it, or what is its 
relation to “einszelpsychischen Geschehen’’? His statement that social 
phenomena are more than a mere sum of individual phenomena tells 
us practically nothing, and certainly constitutes no real criticism 
against the opponents of universalism. The phrase “gesamtpsychischen 
Geschehen”’ turns out to be a mere metaphor. For what more can we 
understand, for instance, from such sentences as the following: “The 
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essence of this world economic depression consists in a pathological 
lengthening and heightening of the depression; in other words in a 
permanent weakening of the will of the “Gesamtpsyche” (p. 9, italics in 
the original). 

In the face of statements of this kind one might almost fear that, had 
the ideas not originated elsewhere, the author’s Gesamtpsychologie had 
led him to an economic mythology rather than to an economic science, 
with results hardly sufficient to justify all the trouble he has taken. 

K. BopE 
Geneva, Switzerland 


Railway Nationalization in Canada: The Problem of the Canadian Na- 
tional Railways. By Lestre T. Fournter. Toronto: Macmillan 
Co. of Canada, Ltd.; Princeton: International Finance Section, 
Princeton University, 1935. Pp. ix+358. $3.50. 

This study is the fifth of a series being published under the auspices 
of the department of economics of Princeton University. The problem 
with which it deals is of fundamental importance to Canada, and the 
volume should be of similar interest to students and public officials in 
the United States, where government ownership of railroads is being 
urged by certain organizations. First, the author traces briefly the 
conditions which led up to the nationalization of such a large amount 
of the Canadian railway mileage, especially the undue expansion of the 
Grand Trunk, the Canadian Northern, and the Grand Trunk Pacific, 
with the encouragement of the government, and the failure to provide 
for a reasonable relation between capital stock and bonded debt in se- 
curing its capital, when guaranties of loans by the government could 
be obtained so easily and in such large amounts. The opening of the 
West and the vast development of the prairies in their production of 
wheat aroused an optimism for the country’s future on the part of gov- 
ernments and private interests which was used as the pretext of almost 
unlimited extension of railway facilities. But the day of reckoning 
came when these railways could not pay the interest on the bonded 
debt of their unduly extended mileage, and the government took them 
over rather than allow them to go through insolvency, receivership, and 
reorganization. 

The second part of the book analyzes the operating results of the na- 
tional railway system and its private competitor, the Canadian Pacific. 
The author has had access to the reports of two royal commissions and 
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to the documents and evidence accompanying these, as well as to the 
official records of the two companies at their head offices in Montreal. 
He has gone into the detailed study of the revenues and expenditures 
from 1923 to 1933 with a fulness and accuracy which leaves nothing to 
be desired; and his conclusion is in accord with that of the Royal Com- 
mission of 1932, that the operating costs of the government-owned road 
were in some respects much higher than they should have been, and 
that, taking all the factors into account, there was no justification for 
the much higher operating ratio of this system than of the privately 
owned railway. “The disciplinary check upon undue expenditure, in- 
herent in private corporations,” was not in effect upon the Canadian 
National. The author leaves out of consideration nothing which is sig- 
nificantly pertinent to an impartial and comprehensive analysis; and 
his comparisons of the operating results of the two Canadian railways 
with those of the Class I roads of the United States make his study all 
the more valuable. 

In the last part of the book the author considers the outstanding 
problems that have developed in the last fifteen years, and the possible 
remedies for them. The fundamental problems are: first, the expendi- 
tures of the Canadian National on capital which were far in excess of 
the needs of the road; second, the enormous increase of the debt and 
the interest thereon, with a heavy depletion of revenues; third, the ex- 
travagant competition of the Canadian National, backed by the long 
purse of the federal treasury, with the privately owned road; fourth, the 
piling-up of the national railway deficits on interest due to the govern- 
ment, and, for other reasons, amounting to approximately $750,000,- 
coo; and, fifth, the increased taxation that is necessary to continue a 
system which is far beyond the present or the visible future require- 
ments. 

Concerning possible remedies, the author first shows the reasons 
why the proposed writing-down of the capital obligations, especially 
the debt, would be deceptive and ineffective. He then considers the 
report of the Duff Royal Commission of 1931-32 and the various pro- 
posals which were placed before that body for the avoidance of a serious 
national railway calamity. Finally, after a thoughtful analysis of all 
the issues involved, he comes to the same conclusion as is shared by 
nearly all other impartial thinkers—that the only hopeful remedy lies 
in the unified operation (not the amalgamation) of the two railway sys- 
tems. For this conclusion he gives reasons which will bear the utmost 
criticism. 
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This is a volume which will furnish the basis of resentment by some 
and censure by others; but the unbiased and thoughtful reader will 
realize that this is a judicious presentation of a very vital issue. 

W. T. JACKMAN 
University of Toronto 


Economic Organization of the British Coal Industry. By ANDREW Mar- 
TIN NEUMAN. London: George Routledge & Sons, Ltd., 1934. 
Pp. xxi+537. 155. 

The coal industry of the world, at least judged by the vast literature 
on the subject, seems to be the one industry that is perpetually out of 
joint. To express it slightly differently, it is an industry in which there 
is always a “problem.” Thus it is a fertile field for investigators. The 
British coal industry has come in for a fair share of attention within 
recent years. 

Many things have been happening to the British coal industry since 
the war, and the author attempts to sketch the situation during this 
dynamic period. He describes the economic factors in minute detail, 
giving special attention to the disintegrating forces operating in the 
industry. The integrating forces which tended to bring the coal opera- 
tors closer together are also set forth with exceptional clarity. The 
many voluntary organizations established by the coal operators served 
as a basis for the type of government control which was later inaugu- 
rated. 

The second part of the book describes the political factors affecting 
the coal industry. The increasing interest of the three major political 
parties and the attitudes of each with reference to coal are set forth. 
Thus, 377 pages are devoted to building a background for the Coal 
Mines Act, 1930. 

The author gives a very brief but comprehensive description of the 
Coal Mines Act, 1930, and anaiyzes the operations of the industry 
under the Act. He closes the book with the statement that “the only 
way out of the difficulty is to return the whole management of coal 
affairs without political intervention to those who have in the past 
successfully steered the fate of Britain’s basic industry through many 
difficulties and many troubles.” 

Control of the industry has been carried much farther in Great 
Britain than in the United States, and, though conditions are different 
in the two countries, there are many lessons to be learned from the 
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British experience. One of the striking features of the volume is the 
careful portrayal of the many difficulties involved in operating a com- 
plicated system of state regulation. This book should, therefore, be 
read by those concerned with the problem of control in this country. 
W. H. Younc 
Washington, D.C. 

Mechanization in Industry. By Harry JEROME. New York: National 
Bureau of Economic Research, Inc., 1934. Pp. xxxi+484. $3.50. 
Chapters iii and iv, which contain compact accounts of the qualita- 

tive aspects of mechanization during the twenties in a number of lead- 

ing American industries, inclusive of agriculture and transportation, 
constitute the historical core of Professor Jerome’s volume. The histori- 
cal survey is amplified by one chapter each on the handling of materials 
in process and on the machine-producing industries. The essentially 
quantitative aspect of the progress of mechanization is given in the 
chapter on “Measures of Change in Mechanization.”” For purposes of 
comparison with the post-war decade the time series are usually car- 

ried back at least to 1914, and frequently to 1899. There follows a 

cross-section analysis of the degree of mechanization in different sec- 

tors of our economy at the end of the decade. 

The inquiry’s interest in mechanization relates primarily to the lat- 
ter’s incidence on the saving of labor. The historical chapters are there- 
fore preceded by an articulation of the concept labor-saving. For theo- 
retical reasons relating to the meaning of productivity of labor in the 
comprehensive sense and because the study receives its main practical 
impulse from the phenomenon of technological unemployment, the in- 
vestigation goes beyond the mere saving of labor in a specific operation 
to the net saving which ensues in the plant, the occupation, the indus- 
try and, ultimately, in the economy. Of particular interest with re- 
spect to the last is Dr. Jerome’s estimate that whereas the “‘increase in 
the number of wage earners engaged in the production of machines 
from 1899 to 1927, for example, is only about 500,000,” the methods in 
vogue in 1899 “would have required about six million more wage earn- 
ers than the number actually employed in 1927.” It should be noted 
that “not all of this difference can be ascribed to improvements in ma- 
chinery” (pp. 293-94). 

In the closing two chapters on “Factors Determining the Rapidity 
of Mechanization” and on the “Effects of Mechanization”’ the exposi- 
tion definitely proceeds to the search for uniformities as distinguished 
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from historical summary. The theme of the first of these harks back to 
the interesting effort made in the chapter on ‘“‘Machine-producing In- 
dustries” to discover the typical life-history of a new machine. While 
the discussion of the effects of mechanization is concerned primarily 
“with the effects upon the quantity of labor required in industrial proc- 
esses” (p. 365), the relation, or possible relation, to many other eco- 
nomic and social phenomena is indicated. No sustained effort is made 
to relate mechanization to the workings of the economy as a whole; but 
for those who wish to undertake this task, the volume is indispensable. 
Leo Rocin 
University of California 


The British Way to Recovery: Plans and Policies in Great Britain, 
Australia, and Canada. By HERBERT HEATON. Minneapolis: Uni- 
versity of Minnesota Press, 1934. Pp. vit+184. $2.00. 

This is by far the best brief account of the economic policy pursued 
by Great Britain through the depression until wel! into 1934. The de- 
scription of British trade policy, the change to protectionism, the em- 
pire policy, and the “New Deal” in agriculture is excellent in its brev- 
ity and in its concise pointedness; the chapter on currency and credit 
might have profited from a fuller account of the British attitude to- 
ward monetary stabilization. 

The difficulty faced by the author of such a book lies in avoiding 
both the oversimplification of the story and the presentation of a multi- 
tude of details and passing events without proper correlation. Mr. 
Heaton has very happily overcome these difficulties and has succeeded 
remarkably well in elaborating the broad, fundamental principles of 
British economic policy during the past few years, without, however, 
neglecting minor, but essential, points. It is very fortunate that he 
goes back before the depression period and, thereby, explains to what 
extent some of the measures adopted after 1929 were the result of a 
development which had been under way long before the depression. 
British economic policy thus appears so much more consistent over a 
prolonged period of time than many casual observers may have as- 
sumed. The author, however, would certainly agree that some plans 
and policies could probably not have been achieved if circumstances, 
particularly after the summer of 1931, had not favored or hastened 
their development, and that the “logic of events” was somewhat less 
forceful than is sometimes suggested. 
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Mr. Heaton’s book aims to be much more of a descriptive account 
than a critical analysis of a highly complicated problem. Through the 
whole book, openly and by implication, the author attempts to an- 
swer two main questions, whether Great Britain has pursued a de- 
liberate economic policy toward recovery and whether that policy has 
helped the recovery process. In both cases his answer seems to be 
“yes.”’ While in both cases I would agree with him, I wonder whether 
his account is a sufficient justification for his answer. In his historical 
sketch of the pre-depression period and of the depression itself, he 
stresses the “structural” elements in Great Britain’s depression much 
more than the elements and effects of a world-wide business cycle. And 
in his account of British policy during the depression, he dwells on her 
fundamental change in commercial, industrial, and agricultural policy. 
Undertaken at just this moment, the change may have helped recovery 
but, if so, it was a unique accidental contribution that bars repetition 
in any future depression or in any other country. In comparing British 
and American economic policy during the depression, the author does 
well in pointing out that there were “certain things in the United 
States that Britain could not do, and many things that she need not 
do.” But, in comparing the two countries in an effort to learn for the 
future from their policies and achievements, the crucial point lies in the 
question of whether the recovery measures in both countries were such 
as—to use Sir William Beveridge’s words—“to work with the natural 
forces for recovery.” A critical analysis of this question would, in my 
judgment, have shown that Great Britain was much more fortunate 
than the United States, and that Great Britain’s success is partly a 
result of wise restraint, timely action, and a deliberate attempt “to 
work with Nature, not against her.” 

The two concluding chapters of the book deal with the course of the 
depression and recovery in Canada and Australia. Here again the au- 
thor shows his admirable ability to make a complicated development 
highly understandable in a brief narrative, and to point out the most 
essential features of the situation. The book is a very welcome con- 
tribution to the literature on the depression, and will be very valuable 
and stimulating to all students of economic policy. 

Otto NATHAN 
New York University 
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Mandatory Expenditures of Local Governments in Pennsylvania. By 
EpWARD WEAMER CarTER. Ph.D. Thesis, University of Pennsyl- 
vania. Philadelphia, 1934. Pp. 189. 

This study is a computation of the ratios of mandatory to total ex- 
penditures. The mandatory items are placed in two classes, those for 
which the statutes specify both purpose and amount, and those where 
the amount to be expended is left to local discretion. The first class, 
consisting of certain salaries, fees, debt service, and minor items, is 
relatively small for most authorities, but the two classes combined form 
from one-fourth to two-thirds of the local budgets. Heace there are 
statutory restrictions on the ability of the local authorities to retrench 
by the elimination or reduction of the mandatory budget items. The 
author favors granting permission for reduction as an emergency de- 
vice and as a practice more in accord with the home-rule principle. 
The actual relief, however, except for school districts, would not be 
very great since the completely mandatory items are relatively small 
in the cities and counties, e.g., 3 per cent in Philadelphia, while to per- 
mit the localities to neglect certain important functions appears doubt- 
ful wisdom. The desirability of home-rule for local authorities in Penn- 
sylvania as elsewhere is at least debatable, for in many of the thousands 
of local governments the accounts are not satisfactory and the person- 
nel is incompetent. Their chief function appears to be to provide offices 


for petty politicians. Unfortunately, the present study does not seri- 
ously discuss the relation of mandatory expenditures to other prob- 
lems of local government, a step, which, it would seem, cannot be avoid- 
ed if significant conclusions are to be reached. It is regrettable that 
some of the samples are too small to be representative, and that the 
graphic and tabular presentation is so poor in a study whose value lies 
in the data assembled. 


HEnry J. BITTERMANN 
Ohio State University 
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